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1  Took  part  in  extemporaneous  discussion. 
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Messrs.  Tryon,  Gutheim,  and  Mason,  in  rebuttal 

2:00  p.  M.    Business  Meeting.     (See  report  on  page  1T9.) 
3:30  p.  M.     Aftebkoon  Session 

Paper:    The  Theory  of  Productions 

Leo  Wolman,  New  School  for  Social  Research 
Paper:    An  Index  Number  of  Productions 
Walter  W.  Stewart,  Amherst  College 

Discussion: 

Carl  Snyder,  Statistician,  Federal  Reserve  Bank  of  New  Yorka 
H.  S.  Person,  Secretary,  Taylor  Society,  New  York  Citys 
Willford  I.  King,  Bureau  of  Economic  Research,  New  York  City2 
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Carl  E.  Parry,  Tulane  University 
Paper:     Soundings  in  Non-Euclidean  Economics 
J.  M.  Clark,  University  of  Chicago 
Discussion: 

Irving  Fisher,  Yale  University 

Frank  H.  Knight,  State  University  of  Iowa 

B,  M.  Anderson,  Jr.,  Chase  National  Bank,  New  York  City 
F.  A.  Fetter,  Princeton  Universityi 

C.  W.  Doten,  Massachusetts  Institute  of  Technologyi 
Carl  E.  Parry,  Tulane  Universityi 

J.  M.  Clark,  University  of  Chicagoi 

WEDNESDAY,  December  29 
9:30  A.  M.     Morning  Session 

Papers:     Federal  Taxation  of  Profits  and  Income 
F.  R.  Fairchild,  Yale  University 
Robert  M.  Haig,  Columbia  University 

Discussion: 

David  Friday,  University  of  Michigan 

H.  M.  Stein,  Stein,  Ross  &  Sack,  New  York  City 

George  O.  May,  New  York  City 

John  Whyte,  National  Association  of  Credit  Men,  New  York  City 
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1:30  p.  M.     Round  Table  Discussion  of  the  Teaching  of  Elementaht  Economics 
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Discussion  by  H.  H.  Burbank,  Harvard  University;  Eugene  E.  Agger,  Colum- 
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Masachusetts  Institute  of  Technology;  Raymond  T.  Bye,  University  of 
Pennsylvania;  Dorothy  M.  Brown,  Smith  College 

1  Took  part  in  extemporaneous  discussion. 
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2:00  p.  M.     Round  Table  Discussion  of  Farm  Marketings 
Chairman:     E.  G.  Nourse,  Iowa  State  College 
General  Topic:     Farmers'  Organization  Plans  as  Related  to  the  Evolution 

of  Our  Market  Machinery 
Special  Topics  and  Speakers: 
Grain  Standardization 

H.  B.  Price,  Yale  University 
Storage  and  Finance  Problems 
James   E.   Boyle,  Cornell   University 
'      Stabilization  Projects 

B.  H.  Hibbard,  University  of  Wisconsin 
Legal  and  Legislative  Aspects 

Asher  Hobson,  Columbia  University 
Criteria  of  Marketing  Efficiency 

Fred  E.  Clark,  Northwestern  University 

3:30  p.  M.     Afternoon  Session 

Paper:     A  Review  of  Federal  Reserve  Board  Policyz 

O.  M.  W.  Sprague,  Harvard  L^niversity 
Discussion: 
A.  C.  Miller,  Federal  Reserve  Board,  Washington,  D.  C.2 
R.  C.  LeflBngwell,  formerly  Assistant  Secretary  of  the  Treasury2 

5:30  p.  M.     Meeting  of  the  Executive  Committee 
8:00  p,  M.     E\t:ning  Session 

President's  Address:    The  Post- War  Outlookz 
H.  J.  Davenport,  Cornell  University 

9:30  p.  M.    Smoker,  in  the  Ball  Room  of  Haddon  Hall 

THURSDAY,  December  30 

9:00  a.  m.     Business  Meeting.     Election  of  OflBcers,  etc,     (See  page  179.) 

3  The  papers  presented  at  this  Round  Table  on  Farm  Marketing  will  appear  in 
the  American  Economic  Review  for  June,  1921 


THE  RAILROAD  SITUATION :   AN  APPRAISAL 

By  Frank  Haigh  Dixon 
Princeton  University 

This  discussion  is  predicated  upon  the  assumption  that  private  own- 
ership and  operation  of  railways  is  the  established  policy  for  some  time 
to  come.  It  was  no  mere  chance  that  private  operation  was  resumed 
after  two  years  of  government  management.  Congress  responded  to 
an  unmistakable  popular  mandate.  Whatever  the  ultimate  solution  of 
this  question  may  be,  it  is  evident  that  the  majority  of  the  people  arc 
not  yet  ready  to  assume  the  entire  responsibility  for  our  transporta- 
tion service.  Many  students  of  the  situation,  including  some  railway 
executives,  have  expressed  the  belief  that  private  operation  under  gov- 
ernment regulation  is  to  have  its  final  test  at  this  time,  and  that  if  this 
test  fails  the  country  will  take  the  plunge  into  government  ownership. 
Certain  it  is  that  Congress  has  equipped  the  federal  regulating  body 
with  every  conceivable  power  necessary'  to  ensure  that  the  test  shall  be 
a  thorough  one. 

It  is  the  purpose  of  this  paper  to  appraise  the  present  situation,  and 
if  possible  to  throw  some  light  upon  the  future,  if  only  for  a  little 
w^ay  ahead.  That  such  a  task  is  not  a  simple  one  will  be  evident  if  it 
is  recalled  that  although  the  roads  went  back  to  their  owners  on  March 
1,  they  remained  under  the  protection  of  the  government  guarantee  for 
six  months  thereafter.  The  new  and  increased  rates  prescribed  by  the 
Commission  were  not  effective  until  August  26.  Complete  reports  of 
operations  are  not  available  until  six  weeks  after  the  close  of  the  month 
reported,  and  traffic  figures  are  slower  still.  Furthermore,  any  efforts 
to  reach  a  final  judgment  are  likely  to  be  frustrated  by  the  sudden 
shifts  in  the  general  industrial  situation  associated  with  the  present  de- 
flation process.  It  is  obvious  therefore  that  we  are  too  completely  in- 
volved in  the  period  of  transition  to  reach  any  final  conclusions. 

For  an  intelligent  appreciation  of  the  present  situation,  one  must  go 
back  to  the  Transportation  Act  of  1920  under  which  the  roads  were 
restored  to  their  owners.  This  Act,  in  addition  to  prescribing  the  de- 
tails connected  with  the  restoration  process,  contained  many  provisions 
designed  to  strengthen  the  regulating  features  of  the  Interstate  Com- 
merce Act,  some  of  which  are  altogether  novel,  some  of  which  have  been 
urged  upon  Congress  for  many  years.  No  detailed  analysis  of  this 
statute  is  practicable  or  necessary,  but  it  is  of  importance  to  set  forth 
the  significance  of  the  Act  from  the  standpoint  of  our  regulation  policy, 
now  in  operation  for  a  third  of  a  century. 

The  most  significant  feature  of  this  legislation  is  the  altered  rela- 
tionship of  the  Commission  to  the  service  of  transportation.     Created 
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to  prevent  discrimination  and  ensure  reasonable  rates,  the  Commission 
established  itself  at  the  beginning  as  the  guardian  of  the  shipper  against 
railway  abuse.  As  time  went  on,  its  attitude  became  more  judicial,  but 
it  never  departed  far  from  the  theory  that  its  function  was  to  adjudi- 
cate the  reasonableness  and  fairness  of  particular  rates.  Occasionally 
when  large  territories  were  involved,  it  did  consider  whether  or  not  the 
rates  under  discussion  were  sufficient  to  yield  an  adequate  return,  but  in 
taking  this  position  it  often  met  with  vigorous  opposition  within  its  own 
membership. 

Congress  has  now  awakened  to  the  importance  of  adequate  transpor- 
tation, and  has  given  the  Commission  a  mandate  to  see  that  the  neces- 
sary service  is  provided.  It  has  declared  that  the  Commission  shall  so 
fix  rates  not  merely  that  they  will  be  just  and  reasonable,  but  that  they 
will,  under  efficient  management  and  with  reasonable  expenditures  for 
maintenance,  earn  a  fair  return  upon  the  value  of  the  property  used 
in  the  service  of  transportation ;  and  that  in  determining  what  consti- 
tutes a  fair  return  the  Commission  shall  give  due  consideration  to  the 
transportation  needs  of  the  country,  and  the  necessity  under  efficient 
management  of  enlarging  facilities  to  provide  the  people  with  adequate 
transportation.  By  this  mandate,  the  Commission  is  transformed  from 
a  negative  judicial  body  into  a  positive  constructive  force  for  the  pro- 
motion of  the  public  welfare.  It  is  responsible  to  the  railways  for  their 
net  earnings ;  it  is  responsible  to  the  public  for  an  efficient  and  pro- 
gressive railway  service. 

A  second  significant  feature  of  the  Act  is  found  in  the  provision 
relating  to  the  disposition  of  earnings  above  that  rate  which  gives  a 
fair  return.  Whether  Congress  has  the  power  to  dictate  to  a  carrier 
the  disposition  of  its  earnings  when  they  exceed  a  certain  per  cent  and 
to  recapture  a  portion  of  them  for  general  public  purposes,  is  a  ques- 
tion that  the  courts  will  doubtless  be  called  upon  to  settle.  But  the 
legislation  as  it  stands  is  profoundly  significant.  All  earnings  beyond 
a  reasonable  return  upon  its  investment  are  held  by  the  carrier  as  a 
trustee,  and  half  of  the  excess  must  be  surrendered  to  the  government 
to  be  employed  in  the  interest  of  transportation  service  as  a  whole. 
Furthermore  the  expenditure  of  the  remaining  50  per  cent  of  the  ex- 
cess is  only  to  a  degree  at  the  discretion  of  the  carrier.  To  be  sure,  the 
plan -was  devised  for  the  purpose  of  solving  the  difficult  problem  of 
prescribing  rates  for  parallel  and  competing  railways  whose  financial 
condition  was  unlike,  but  it  goes  farther  than  the  effect  of  a  mere  device. 
It  touches  the  heart  of  the  whole  railway  problem.  In  combination  with 
other  clauses  of  the  Act,  it  goes  far  to  rob  the  railways  of  any  sem- 
blance of  private  character,  and  puts  them  in  the  class  of  public  ser- 
vants.    Congress  has  declared  what  in  the  first  two  years  is  to  consti- 
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tute  a  fair  return  upon  the  carriers'  property,  leaving  the  matter  there- 
after to  the  judgment  of  the  Commission.  The  aggregate  possible 
earnings  that  can  be  retained  and  freely  used  by  the  individual  railway 
are  by  this  provision  naiTOwly  circumscribed.  Moreover,  when  we  take 
into  account  also  that  the  law  imposes  upon  the  Commission  supervision 
of  the  honesty  and  economy  of  management  and  the  reasonableness  of 
the  maintenance  expenditures,  that  the  Commission  is  given  control 
over  security  issues  and  the  disposition  of  the  proceeds,  that  it  must 
approve  any  new  construction,  and  that  no  agreement  for  pooling  or 
lease  or  consolidation  is  effective  without  its  authority,  we  realize  that 
the  door  has  closed  forever  upon  the  private  speculative  period  of  rail- 
way finance.  A  public  service  the  railway  has  always  been  in  the  eyes 
of  the  court.  It  is  now  actually  to  become  so  in  the  hands  of  its  owners. 
In  the  third  place,  the  power  granted  to  the  Interstate  Commerce 
Commission  to  fix  the  earnings  of  interstate  carriers  bids  fair  under 
this  new  legislation  to  become  exclusive.  A  long  step  has  been  taken  in 
the  direction  of  obliterating  state  lines.  State  regulation  of  steam 
railways,  except  so  far  as  it  has  been  confined  to  police  supervision,  has 
been  frequently  pestiferous,  conflicting,  and  obstructive;  and  it  is  doubt- 
ful whether  on  the  whole  there  has  been  a  net  advantage  for  the  public. 
The  new  legislation  recognizes  the  unsatisfactory  results  of  divided 
authority.  Throughout  the  Act  the  supremacy  of  the  federal  power 
manifests  itself  again  and  again.  Federal  regulation  of  security  issues 
and  federal  approval  of  consolidation  plans  are  both  to  be  final,  not- 
withstanding the  law  or  order  of  any  state ;  and  state  authorities  must 
fain  be  content  with  invitations  to  attend  the  hearings.  In  the  specific 
matter  of  rate  making,  the  new  legislation  enacted  the  decision  of  the 
Supreme  Court  in  the  Shreveport  case,  granting  to  the  Commission  the 
power  to  remove  any  unreasonable  preference  or  advantage  or  unjust 
discrimination  arising  between  intrastate  and  interstate  commerce. 
Many  states  decUned  to  put  into  effect  in  their  entirety  the  rates  estab- 
lished by  the  Commission  last  August.  Among  them  was  the  State  of 
New  York,  which  refused  to  sanction  increases  in  passenger,  sleeping 
car,  baggage,  and  milk  rates  so  far  as  they  applied  to  intrastate  traffic. 
The  railways  appealed  to  the  Commission  under  the  discrimination 
clause  just  described,  and  the  Commission's  decision,  rendered  about  a 
month  ago,  which  sustains  the  railways  and  orders  the  increases  into 
effect,  discloses  a  striking  advance  in  federal  encroachment  beyond  the 
position  taken  in  the  Shreveport  case.  In  the  latter  case,  the  discrimi- 
nation that  the  Commission  forbade  arose  on  a  single  railway  which, 
under  orders  from  the  Texas  Railroad  Commission,  charged  less  for  an 
intrastate  haul  than  it  charged  for  an  interstate  haul  for  the  same 
distance  under  rates  prescribed  by  the  Interstate  Commerce  Commis- 
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sion.  The  carrier  was  in  the  position  of  attempting  to  serve  two  mas- 
ters. The  interference  by  the  state  commission  with  the  federal  author- 
ity was  direct.  In  the  case  just  decided  in  New  York  there  is  no  such 
direct  interference.  To  be  sure,  there  are  many  instances  cited  where 
the  intrastate  rate  is  lower  than  the  interstate  rate  of  a  competitor  for 
the  same  distance, — for  example,  in  the  passenger  fare  by  different 
routes  between  New  York  and  Buffalo, — but  they  apparently  exercise 
only  a  minor  influence  upon  the  final  decision.  The  carriers  had  offered 
no  evidence  before  the  New  York  Commission  that  such  discriminations 
against  interstate  commerce  prevailed,  and  the  New  York  authorities 
had  denied  their  application  for  an  increase  in  rates  solely  on  the 
ground  of  lack  of  evidence.  Yet  the  Interstate  Commerce  Commission 
sustained  the  carriers  and  it  did  so  primarily  upon  the  ground  of  pub- 
lic policy.  Congress  had  instructed  the  Commission  so  to  increase 
rates  as  to  enable  the  roads  in  each  rate  territory  to  earn  6  per  cent 
upon  the  value  of  their  property.  The  refusal  of  the  State  of  New 
York  to  apply  these  increases  in  full  to  intrastate  business  deprived  the 
roads  in  this  district  of  $12,000,000  annually,  and  to  that  extent  de- 
feated the  declared  purpose  of  Congress.  To  quote  from  the  decision  in 
the  Illinois  case,  rendered  at  the  same  time,  "It  was  stated  on  argu- 
ment that  about  thirty-one  states  had  permitted  the  same  increases  in 
fares  as  we  fixed  in  'Increased  Rates  1920.'  Are  the  transportation 
facilities  of  these  states  and  of  the  nation  to  be  put  in  jeopardy  by 
reason  of  the  failure  of  the  other  states  to  conform  to  the  plan  adopted 
by  the  Congress  for  the  welfare  of  the  nation  as  a  whole.'"' 

As  pointed  out  by  Commissioner  Eastman  in  his  dissent,  the  effect 
of  this  decision  is  that  whenever  an  increase  in  interstate  rates  on  a 
comprehensive  scale  is  made,  a  corresponding  increase  must  be  granted 
in  intrastate  rates,  if  discrimination  against  interstate  commerce  is  to 
be  avoided,  and  application  by  the  carriers  to  the  state  commissions 
for  authority  to  increase  becomes  only  a  matter  of  courtesy.  The 
courts  will  have  to  pass  upon  this  latest  encroachment  upon  state  pre- 
rogatives. If  anything  can  be  predicted  from  the  tone  of  the  court 
in  recent  decisions  of  this  character,  and  from  the  entire  spirit  of  this 
Act  of  1920,  the  will  of  Congress  and  the  federal  power  will  be  sustained, 
and  we  shall  have  well-nigh  reached  that  goal  which  a  sound  regulating 
policy  has  long  demanded — exclusive  federal  regulation  of  a  federal 
public  service. 

Turning  now  to  an  examination  of  the  railway  system  itself,  what 
are  the  outstanding  problems  tliat  the  various  managements  are  facing 
today?  The  first  of  these  is  financial.  Has  the  Congress  provided 
with  sufficient  liberality  for  the  needs  of  the  carriers  .f*    Are  their  earn- 


Tlie  Railroad  Situation:   An  Appraisal  9 

ings  now  to  be  ample,  and  will  they  be  able  to  obtain  the  credit  es- 
sential for  expansion? 

If  one  were  to  form  a  judgment  based  entirely  on  the  rate  of  return 
allowed,  one  would  conclude  that  Congress  has  not  been  overgenerous 
in  its  treatment.  A  policy  that  allows  the  carriers  a  maximum  of  6 
per  cent  on  their  investment  before  dividing  with  the  government,  when 
the  corporations  must  pay  7  per  cent  to  71/2  per  cent  in  the  open  market 
for  new  capital,  and  when,  be  it  particularly  noted,  the  government  is 
charging  the  roads  6  per  cent  for  loans,  cannot  be  credited  ofiP-hand 
with  extraordinary  liberality. 

The  interest  rate  of  7  to  7^/2  per  cent  which  railways  in  good 
standing  are  now  compelled  to  pay  for  capital,  is  to  be  compared  with 
a  rate  in  1914  of  4.36  per  cent  as  estimated  by  Professor  Kemmerer. 
Had  the  price  paid  for  transportation  risen  proportionately,  this  in- 
creased interest  rate  would  have  been  no  burden,  but  everyone  knows 
that  it  has  not  done  so,  and  the  money  borrowed  today  buys  not  more 
than  40  to  50  per  cent  of  what  it  bought  in  1914.  Moreover,  the  roads 
are  compelled  to  borrow  capital  measured  in  dollars  that  are  just  now 
beginning  with  the  fall  of  prices  to  increase  in  purchasing  power.  They 
are  facing  the  necessity  of  continuing  to  pay  high  interest  rates  after 
the  market  rates  have  fallen,  and  of  paying  off  the  loan  in  dollars  that 
have  a  purchasing  power  far  in  excess  of  the  dollars  they  borrowed. 
This  factor  should  deter  them  from  contracting  debt  of  long  duration, 
if  they  must  incur  debt  at  all. 

That  the  capital  needs  of  the  railways  are  acute  is  obvious,  for  the 
phenomenon  of  deferred  investment  is  a  familiar  one  in  many  fields. 
Miles  of  line  constructed  from  1914  to  1919  were  less  than  in  any  five 
years  since  the  CivU  War.  Since  1915  the  additions  to  equipment  have 
scarcely  been  sufficient  to  cover  the  requirements  of  a  sound  retirement 
policy,  Capital  needs  in  many  other  directions,  such  as  yards  and 
terminals,  side  and  passing  tracks,  signal  installations,  and  the  like, 
will  call  for  enormous  sums  in  the  not  distant  future.  However,  ex- 
pansion of  plant  on  any  comprehensive  scale  is  not  likely  to  take  place 
until  there  is  a  radical  readjustment  of  credit  conditions.  Expenditure 
will  be  confined  to  what  is  absolutely  essential  for  the  movement  of 
traffic.  However,  during  the  next  three  years  more  than  $500,000,000 
of  maturities  must  be  met.  There  is  likely  to  be  some  fall  in  the  inter- 
est rate,  but  how  soon  and  how  extensive  and  how  rapid  can  only  be 
surmised. 

Whether  the  Act  has  created  among  investors  the  confidence  needed 
to  obtain  capital  cannot  be  determined  until  the  effect  of  recent  rate 
increases  is  more  clearly  in  evidence.  Congress  provided  that  the  rail- 
ways in  such  rate  territories  as  the  Commission  should  prescribe  should 
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earn  a  return  until  March  1,  1922,  of  51/2  per  cent  upon  the  fair  value 
of  their  property,  with  l^  of  1  per  cent  additional  at  the  discretion  of 
the  Commission,  to  be  used  for  additions  and  betterments.  The  Com- 
mission has  divided  the  country  into  four  rate  territories,  the  two  in  the 
East  and  South  corresponding  to  the  old  classification  territories,  the 
western  section  being  subdivided  by  breaking  off  a  Mountain-Pacific 
group  west  of  Colorado.  As  a  basis  for  the  determination  of  fair  value 
of  railway  property,  the  Commission  was  instructed  to  utilize  the  results 
of  its  physical  valuation  so  far  as  they  were  available,  and  to  give  to  the 
property  investment  account  of  the  carriers  "only  that  consideration 
which  under  the  law  it  is  entitled  to  in  establishing  values  for  rate-mak- 
ing purposes."  The  carriers  contended  for  the  acceptance  of  the  prop- 
erty investment  accounts  in  their  entirety,  on  the  ground  that  such  evi- 
dence as  was  available  from  completed  valuations  and  those  under  way 
demonstrated  that  the  fair  value  was  actually  in  excess  of  the  aggre- 
gate of  the  property  investment.  Doubtless  the  haste  with  which  a 
decision  had  to  be  reached  prevented  the  Commission  from  entering 
upon  any  elaborate  investigation  of  this  contention.  At  any  rate,  they 
give  no  explanation  of  the  figure  adopted  by  them  as  a  fair  valuation, 
beyond  the  statement  that  they  have  considered  all  the  matters  of 
record  and  the  facts  available.  The  book  values  claimed  by  the  car- 
riers as  the  proper  basis  amounted  to  about  $20,000,000,000.  The 
Commission  fixed  a  value  of  $18,900,000,000,  which  reduced  the  claim 
of  the  eastern  carriers  by  about  2^/2  per  cent,  the  southern  and  western 
by  over  8  per  cent.  To  the  eastern  district  the  full  40  per  cent  in- 
crease in  freight  rates  asked  for  was  granted.  The  South  requested 
39  per  cent  and  received  25  per  cent.  The  West  wanted  32  per  cent 
and  was  given  35  per  cent  for  the  eastern  half  and  25  per  cent  for  the 
western.  Increases  were  also  granted  in  passenger  and  Pullman  fares. 
Will  these  increased  rates  produce  the  results  required  by  IsiW? 

September  was  the  first  month  under  the  new  rates,  and  the  first  in 
which  the  roads  were  free  from  the  governmental  apron  strings.  The 
results  were  not  satisfactory.  They  may  be  appreciated  by  comparing 
the  actual  figures  with  what  would  have  been  a  normal  result  for  the 
month  of  September  during  the  three  "test"  years  of  1915  to  1917. 
Computing  the  earnings  to  be  derived  by  applying  the  statutory  6  per 
cent  to  the  "fair  value"  fixed  by  the  Commission,  and  dividing  this 
aggregate  among  the  months  of  the  year  in  conformity  with  a  normal 
seasonal  distribution.  Class  I  roads  (those  having  $1,000,000  or  more 
of  annual  operating  revenues)  should  show  for  September  a  net  oper- 
ating income  of  nearly  $110,000,000.  The  net  for  the  month  was 
actually  $75,300,000.  The  biggest  shortage  was  in  the  eastern  dis- 
trict, where  it  amounted  to  over  50  per  cent.     Of  course  September  of 
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this  year  was  not  a  normal  month.  The  wage  increases  granted  to 
railway  labor  in  July  made  retroactive  to  May  1,  and  amounting  to  an 
annual  increase  of  $625,000,000,  were  an  important  factor;  mainte- 
nance charges  were  heavy ;  much  expected  revenue  was  withheld  through 
the  refusal  of  the  state  regulating  authorities  to  sanction  all  the  in- 
creases made  by  the  Interstate  Commerce  Commission.  October  will 
probably  show  a  net  operating  income  of  approximately  $40,000,000 
less  than  is  necessary  to  provide  the  6  per  cent  required  by  law. 

Moreover,  net  earnings  are  further  threatened  by  the  falling  off  in 
traffic.  Part  of  this  decline  is  seasonal  and,  so  far  as  it  is  due  to  other 
causes,  it  may  be  short-lived.  But  it  raises  very  definitely  the  ques- 
tion whether  net  earnings  can  be  sustained  and  possibly  enhanced  by 
reductions  in  operating  expense.  It  will  therefore  be  enlightening  to 
consider  the  elasticity  of  the  main  expense  items. 

There  has  been  some  fall  in  wholesale  prices,  but  this  has  been  largely 
confined  to  foodstuffs,  clothing,  and  the  like,  and  has  not  influenced 
materially  the  commodities  that  the  railways  buy  in  quantity.  Coal 
contracts  have  largely  been  made,  and  a  fall  in  prices  cannot  benefit  the 
roads  in  the  immediate  future.  As  for  labor,  the  item  that  constitutes 
over  60  per  cent  of  the  total  railway  expenditure,  there  is  opportunity 
for  economy  only  in  increased  efficiency  or  in  the  discharge  of  men,  not 
in  a  lowering  of  wages.  The  recent  increase  in  wages  granted  by  the 
Railway  Labor  Board  has  been  in  effect  scarcely  six  months,  and  it  is 
idle  to  discuss  actual  decreases  in  wages  for  many  months  to  come.  As 
for  the  discharge  of  men,  this  can  of  course  be  done  as  traffic  declines, 
(it  has  been  done  actually  to  some  extent  in  the  shops),  but  it  is  not 
at  all  likely  that  the  saving  through  laj'ing  off  labor  can  keep  pace  with 
the  loss  in  earnings  through  decline  in  traffic.  The  only  other  source 
of  labor  saving  is  in  greater  labor  efficiency.  The  morale  of  the  men 
so  seriously  impaired  during  federal  operation,  is  being  gradually  re- 
stored. The  reintroduction  of  piece-work  in  the  shops  is  strongly 
urged  by  the  managers  as  an  incentive  to  greater  efficiency,  but  there 
is  little  probability  of  any  immediate  restoration  of  this  method  of 
wage  payment. 

So  far  as  general  operating  efficiency  is  concerned,  there  is  evident 
a  serious  purpose  on  the  part  of  management  and  men  to  raise  this  to 
the  highest  possible  standard.  Faced  by  the  necessity  of  making  one 
locomotive  or  one  car  run  when  two  ran  before,  they  have  inaugurated 
the  drive  for  a  load  of  thirty  tons  per  car  and  a  haul  of  thirty  miles 
per  day,  and  the  reduction  of  unserviceable  equipment  to  the  lowest 
possible  figure  by  a  speeding  up  of  repairs.  The  campaign  has  shovm 
some  gratifying  results,  but  the  results  are  not  as  significant  as  the 
public  has  been  led  to  believe.     The  statistical  comparisons  are  with 
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the  month  of  Februarj^  the  last  month  of  federal  operation.  But  the 
period  from  February  to  September  shows  the  same  kind  of  improve- 
ment in  speed  and  loading  in  both  years  of  goverament  operation.  It 
is  more  or  less  a  seasonal  phenomenon.  Moreover,  whatever  results 
have  been  accomplished  have  had  the  aid  of  the  shipper,  and  it  is  not 
at  all  unlikely  that  the  shipper  may  weary  in  his  well-doing  if  the  equip- 
ment situation  eases  up. 

However,  this  move  on  the  part  of  the  railways  is  encouraging,  be- 
cause the  fundamental  trouble  in  the  equipment  situation  is  not  lack 
of  equipment,  but  uneconomical  handling.  A  careful  analysis  of  the 
typical  trip  of  a  railway  car  reveals  the  astonishing  fact  that  it  is  in 
motion  on  the  road  only  about  10  per  cent  of  the  time.  For  over  20 
per  cent  of  the  total  trip  it  is  held  by  the  shipper,  and  for  over  60  per 
cent  of  the  time  it  is  moving  to  or  from  loading  tracks,  passing  through 
intermediate  yards,  making  interchanges,  or  lying  on  the  repair  tracks. 
There  is  here  much  slack  that  should  be  taken  up.  Compulsory  impo- 
sition of  heavy  demurrage  and  of  increase  in  the  minimum  car-load, 
restriction  of  such  privileges  as  reconsignment  and  free  time,  greater 
standardization  in  inspection  and  repair  of  equipment  have  all  been 
advocated.  Another  and  perhaps  the  greatest  opportunity  for  in- 
creasing efficiency  lies  in  the  power  situation.  The  railroads'  power 
today  costs  about  $2,000,000,000  per  year,  of  which  $650,000,000  is 
locomotive  fuel.  Every  expert  insists  that  the  possibilities  of  econo- 
mies in  fuel  saving  and  in  more  economical  operation  of  locomotives  are 
enormous,  and  are  not  realized  as  they  should  be  even  by  railway  men 
themselves. 

Again,  economies  are  possible  on  a  large  scale  through  the  greater 
development  of  the  principle  of  cooperation  among  railways.  This 
war  policy  should  be  seized  upon  by  the  carriers  and  made  their  own. 
That  the  application  of  this  principle  by  the  government  brought  with 
it  certain  disadvantages  under  which  railways  as  they  recover  their 
individuality  are  now  suffering,  may  well  be  true,  but  the  charge  is 
rather  against  the  necessary  ruthlessness  of  war  operation  than  against 
the  fundamental  principle  of  cooperation.  And  it  is  insisted  here  that 
if  the  railways  are  to  satisfy  the  public  and  are  to  preserve  their  pri- 
vate character,  they  must  take  far  more  active  steps  than  they  have 
ever  done  in  the  past  to  promote  this  principle. 

Much  more  might  be  done  than  at  present  in  developing  greater  co- 
operation in  the  construction  and  operation  of  interchange  and  classi- 
fication yards.  It  is  an  admitted  fact  in  railway  operation  that  the 
classification  yard  constitutes  a  most  serious  obstruction  to  rapid  and 
efficient  movement,  that  just  to  the  degree  that  trains  can  be  made  up 
and  run  through  to  destination  without  break  is  the  ideal  of  operating 


Th^  Railroad  Situation:   An  Appraisal  13 

efficiency  attained.  Yet  at  present  the  construction  of  classification 
yards  is  almost  wholly  a  problem  of  the  individual  railway.  In  the  new 
law  the  Commission  is  given  power  to  require  joint  use  of  terminal 
facihties.  The  next  step  should  be  the  cooperative  construction  and 
maintenance  of  classification  yards  by  contiguous  railways,  in  order  to 
further  to  as  great  a  degree  as  possible  unbroken  transit  from  origin 
to  destination. 

A  more  far-reaching  plan  for  cooperation  is  involved  in  the  consoli- 
dation movement.  Under  the  new  legislation  the  Commission  is  in- 
structed to  prepare  and  adopt  a  plan  for  the  consolidation  of  the  rail- 
ways into  a  limited  number  of  systems,  which  shall  preserve  competi- 
tion and  so  far  as  possible  existing  channels  of  trade.  The  carriers 
will  be  permitted  to  consolidate  under  supervision  of  the  Commission 
and  in  conformity  with  the  Commission's  scheme.  This  legislation 
doubtless  had  two  motives:  first,  to  take  care  of  the  financially  weak 
road  by  making  possible  its  absorption  by  a  stronger  rival ;  and,  sec- 
ond, to  promote  cooperation  in  the  use  of  plant  and  facilities  by  a  more 
radical  and  thoroughgoing  and  definitive  process  than  that  of  tempo- 
rary agreement.  The  Commission's  portion  of  the  task  is  already  under 
way  in  the  hands  of  experts.  However,  unless  Congress  makes  the  plan 
compulsory,  it  is  not  likely  to  reach  the  practical  stage  for  some  time 
to  come. 

A  final  consideration  in  connection  with  the  probability  of  reducing 
operating  expenses  is  the  present  condition  of  maintenance.  The  fed- 
eral administration  always  stoutly  insisted  that  it  was  keeping  up  main- 
tenance, and  claimed  at  the  end  that  it  had  complied  with  its  contract 
and  returned  the  roads  to  their  owners  in  substantially  as  good  condi- 
tion as  when  received.  With  this  position  the  railways  have  taken  em- 
phatic issue,  and  are  preparing  to  submit  to  the  government  their 
claims  for  reimbursem.ent.  A  comparison  of  maintenance  expenditures 
by  the  railways  during  the  three  years  previous  to  federal  control  with 
the  period  of  government  operation  may  throw  some  light  upon  the 
question.  The  average  expenditure  for  maintenance  of  way  during  the 
three  years  1915  to  1917  was  11.99  per  cent  of  gross  earnings  and  for 
maintenance  of  equipment  16.72  per  cent.  The  corresponding  per- 
centages for  the  period  of  federal  control  were  14.11  per  cent  and  23.37 
per  cent.  That  is,  expenditure  for  maintenance  of  way  absorbed  an- 
nually during  federal  operation  2.12  per  cent  more  of  gross  earnings 
than  the  average  of  the  previous  three  years,  and  maintenance  of  equip- 
ment absorbed  Q.Q5  per  cent  more,  and  the  gross  earnings  of  the  federal 
period  were  larger.  But  the  weakness  in  this  comparison  lies  in  the 
fact  that  what  is  required  by  the  contract  is  not  an  equivalent  expendi- 
ture of  funds,  but  the  maintenance  of  service  units.    The  period  of  fed- 
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eral  operation  was  a  period  of  constantly  increasing  prices  and  the 
question  is  simply  whether  the  increased  amount  of  expenditure  for 
maintenance,  measured  in  dollars,  kept  pace  with  the  decline  in  the  value 
of  the  dollar  itself,  or  in  other  words  with  the  increase  in  prices.  The 
increase  in  prices  during  this  period  amounted  to  over  50  per  cent, 
which  means  that  the  appropriations  for  maintenance  would  go  less 
than  half  as  far  at  the  end  of  the  period  as  at  the  beginning.  Even 
assuming  that  the  government  had  expended  as  much  during  its  admin- 
istration equated  for  advances  in  wages  and  material  as  was  spent  dur- 
ing the  test  period,  which  was  not  the  case,  there  would  still  be  the 
factor  of  diminished  labor  efficiency  which  would  operate  as  a  debit 
against  the  government. 

There  is  then  the  large  factor  of  deferred  maintenance  to  be  taken 
care  of,  and  increased  rather  than  diminished  expenditures  must  be 
looked  for  for  some  time  to  come.  Transportation  should  be  ready  for 
the  traffic  when  it  arrives,  and  nothing  but  a  prolonged  depression 
would  warrant  curtailment  of  this  form  of  expense.  Reintroduction  of 
piece-work  would  reduce  maintenance  costs  in  respect  to  repair  of 
equipment.  If  a  restoration  of  this  method  of  wage-payment  proves 
impossible,  it  may  well  be  that  efficient  management  will  require  that 
this  work  be  done  by  contract. 

What  conclusions  may  then  be  drawn  from  this  discussion  of  the 
revenue  and  expense  situation?  In  the  first  place,  while  the  rates  pre- 
scribed do  not  seem  at  first  sight  to  give  much  play  for  decline  in 
traffic,  and  while  there  is  little  opportunity  for  immediate  relief  from 
declining  gross  earnings  through  a  shrinkage  of  expenses,  the  situation 
is  not  as  gloomy  as  it  appears  on  the  surface.  The  valuation  employed 
by  the  Commission  as  a  basis  for  rates  was  nearly  a  billion  and  a  half 
of  dollars  in  excess  of  the  par  value  of  outstanding  stocks  and  bonds, 
and  the  railways  believe  that  the  final  valuation  will  be  even  higher. 
The  Commission  granted  in  almost  their  entirety  the  rate  increases 
asked  for  by  the  roads,  and  these  increases  were  figured  to  cover  ex- 
penses estimated  at  the  peak  of  the  period  of  high  prices,  and  to  bring 
in  a  revenue  based  upon  a  traffic  which  at  the  time  was  subnormal.  Un- 
less we  enter  upon  a  period  of  general  depression,  there  should  be  within 
a  few  months  a  gratifying  showing  in  gross  earnings.  While  expenses 
cannot  be  immediately  reduced,  the  opportunities  for  economics  through 
more  scientific  operation  lie  before  the  railways.  Until  they  have  taken 
advantage  of  these  opportunities  to  the  full  they  cannot  in  reason  ask 
for  further  increases  in  rates. 

A  word  in  conclusion  concerning  the  labor  situation.  There  is  no 
doubt  whatever  that  the  war  period  produced  a  distinct  decline  in 
the  morale  of  the  working  force,  from  the  standpoint  of  its  efficiency  as 
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an  organized  unit  on  the  individual  railway.  This  has  no  reference  to 
the  dilution  of  labor  due  to  war's  demands,  but  rather  to  the  attitude 
of  labor  towards  its  executive  officers.  This  decline  had  begun  before 
the  war,  with  the  passage  of  the  Adamson  Act.  Its  explanation  is  found 
in  what  might  be  called  the  "Washington  habit."  Centralization  during 
the  war  developed  it  rapidly,  with  the  result  that  the  employee  went 
over  the  head  of  his  superior  officer  and  took  the  train  for  the  Capitol 
upon  the  slightest  pretext.  Wages,  working  conditions,  questions  of 
discipline,  all  were  settled  in  the  Director-General's  office.  Moreover, 
standardization  was  made  well-nigh  complete,  so  that  the  same  class  of 
employees  received  the  same  pay  irrespective  of  local  conditions  and 
differing  costs  of  living.  This  meant  a  strengthening  of  the  national 
unions,  an  increase  in  the  prestige  of  their  leaders,  and  the  extension 
of  unionism  and  collective  bargaining  among  classes  of  employees  and 
systems  of  railway  in  which  it  was  before  unknown. 

In  the  legislation  of  this  year,  labor  leaders  wished  to  perpetuate  the 
war  agencies  for  the  adjustment  of  disputes,  the  national  bipartisan  ad- 
justment boards.  Railway  managers  urged  decentralization  and  the 
restoration  of  adjustment  machinery  on  the  individual  road.  The  law 
left  the  matter  in  a  somewhat  vague  and  unsatisfactory  condition.  It 
was  declared  to  be  the  duty  of  carriers  and  employees  to  exert  every 
reasonable  effort  and  adopt  every  available  means  to  avoid  interruption 
of  operation,  and  disputes  were  to  be  considered  and  if  possible  decided 
in  conference  of  those  directly  interested.  Voluntary  adjustment 
boards  could  be  established  by  agreement  between  an  individual  carrier, 
a  group  of  carriers,  or  the  carriers  as  a  whole,  and  the  employees  con- 
cerned, to  which  disputes  involving  working  conditions,  not  settled 
by  direct  conference  on  the  indi\'idual  railway,  could  be  sent.  Ap- 
peal from  these  adjustment  boards  could  be  taken  to  the  Railroad  Labor 
Board,  a  body  with  national  jurisdiction  consisting  of  representatives 
of  the  employees,  the  railways,  and  the  public.  This  Board  had  direct 
jurisdiction  of  any  dispute  over  wages  not  adjusted  locally.  But  it 
also  could  take  original  jurisdiction  over  disputes  involving  rules  and 
working  conditions  in  case  the  appropriate  adjustment  boards  were  not 
organized.  It  is  only  necessary  therefore  that  the  union  leaders  should 
decline  to  cooperate  in  the  appointment  of  adjustment  boards,  and 
sooner  or  later  the  national  board  must  take  action.  In  fact,  the  na- 
tional body  has  already  called  the  attention  of  the  two  sides  to  this 
possible  outcome.  Meanwhile,  because  no  adjustment  machinery  exists, 
the  unions  have  succeeded  in  getting  a  multitude  of  petty  cases  of  dis- 
cipline before  the  national  board,  and  are  charged  with  doing  this  for 
the  purpose  of  impressing  the  Board  with  the  necessity  of  creating  some 
national  machinery  to  handle  these  disputes.    They  have  followed  this 
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up  bj  an  express  request  that  national  adjustment  boards  be  estab- 
lished to  take  the  place  of  the  war  boards  which  expire  February  1, 
1921 ;  but  the  Railroad  Labor  Board  has  declined  to  act  for  lack  of 
jurisdiction,  holding  that  it  has  authority  only  over  disputes.  Brother- 
hood leaders  have  secured  the  continuance  until  after  further  hearings 
of  all  the  national  agreements  of  the  United  States  Railroad  Adminis- 
tration, which  include  such  matters  as  the  eight-hour  day  and  the  abo- 
lition of  piece-work  in  the  shops. 

While  on  the  surface  the  struggle  appears  to  be  a  somewhat  techni- 
cal question  of  jurisdiction,  it  has  far-reaching  consequences.  Rail- 
way executives  insist  that  national  adjustment  means  a  breakdown  of 
discipline,  of  esprit  de  corps,  of  direct  contact  between  manager  and 
men,  resulting  in  reduced  efficiency  and  safety  in  operation.  It  means 
the  perpetuation  of  national  standards  without  regard  to  local  condi- 
tions. The  more  extreme  among  them  maintain  that  this  is  a  move- 
ment for  the  closed  shop,  and  that  the  ultimate  purpose  is  one  national 
union  in  railway  employment.  It  is  evident  that  the  denunciation  of  the 
"one  big  union"  idea  is  but  a  part  of  the  general  campaign  for  the  open 
shop  which  employers  are  now  undertaking,  and  need  not  be  taken  seri- 
ously. Nevertheless  one  must  recognize  the  avowed  object  of  the 
brotherhood  leaders  to  preserve  standardization  on  a  national  scale,  and 
to  concentrate  the  machinery  of  adjustment  in  national  bodies. 

It  is  evidently  the  judgment  of  the  labor  leaders  that  they  can  ac- 
complish more  through  bipartisan  boards  than  through  the  tripartite 
arrangement  in  which  the  public  is  represented.  I  confess  to  a  strong 
predilection  in  favor  of  a  plan  in  which  representatives  of  the  two 
sides  get  together  and  settle  their  problems  without  the  intervention  of 
a  third  party.  But  I  cannot  make  myself  believe  that,  in  issues  so  vital 
and  far-reaching,  there  will  not  under  such  a  plan  at  some  time  be  col- 
lusion between  them  at  the  expense  of  the  public.  The  duty  placed 
upon  the  Commission  to  see  to  it  that  the  railways  receive  a  definite 
net  earning  seems  to  me  to  increase  the  danger  of  collusion. 

But  certainly  if  the  tripartite  plan  of  settlement  is  to  prevail,  the 
weakness  present  in  earlier  arbitration  boards  must  be  corrected.  Men 
must  be  chosen  to  represent  the  public  who  have  the  capacity  to  gain 
a  thorough  understanding  of  the  intricacies  of  railway  wage  schedules, 
and  must  be  continued  in  service  so  that  they  may  acquire  the  efficiency 
that  comes  only  from  experience. 

The  present  board  has  no  power  to  enforce  its  decisions  beyond  that 
of  making  violations  thereof  public.  The  Cummins  Act,  as  originally 
drawn  up,  provided  for  the  compulsory  arbitration  of  labor  contro- 
versies, and  forbade  employees  to  enter  into  a  combination  with  the 
intent  to  hinder  or  prevent  the  operation  of  trains  in  interstate  com- 
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merce.  Fortunately  it  failed  of  passage.  Everyone  recognizes  the 
necessity  for  uninterrupted  transportation.  The  utter  dependence  of 
the  public  makes  it  impossible  to  confine  the  interference  of  the  people 
to  assuring  the  contestants  a  free  field  and  fair  play.  There  is  no 
question  but  that  both  capital  and  labor  should  be  required  to  accept 
service  in  this  industry  subject  to  a  limitation  upon  their  freedom  of 
action  in  the  settlement  of  their  disputes.  But  it  is  quite  a  different 
thing  suddenly  to  incorporate  the  principle  of  compulsory  arbitration 
into  law,  and  impose  it  upon  a  group  of  employees  just  emerging 
from  the  restrictions  of  government  employment  into  which  they  were 
drafted  for  war  purposes,  a  group  long  in  service  with  many  valuable 
seniority  rights,  and  in  large  degree  unfitted  by  age  and  service  to  seek 
an  alternative  employment.  But  the  public  should  give  warning  in 
some  unmistakable  fashion  that  settlement  of  disputes  in  public  service 
industries  must  be  accomplished  by  peaceful  means,  and  that  labor 
must  prepare  itself  for  a  speedy  realization  of  this  program.  This 
involves  the  obligation  on  the  part  of  the  public  to  create  a  tribunal  in 
which  the  administration  of  justice  is  assured.  It  involves  the  estab- 
lishment by  law  of  certain  fundamental  rights  of  labor,  which  might  be 
called  a  labor  code.  A  beginning  has  been  made  in  the  instructions  laid 
down  by  Congress  for  the  guidance  of  the  Railroad  Labor  Board  in 
the  fixing  of  wages,  considerations  which  the  Board  is  required  to  take 
into  account  when  determining  the  reasonableness  of  wages  and  work- 
ing conditions.  With  the  fundamental  rights  of  labor  assured,  and 
with  an  informed  and  high-minded  arbitration  body  in  existence,  there 
should  be  no  more  difficulty  in  adjusting  labor  disputes  peaceably  than 
there  is  in  the  settlement  of  ordinary  cases  at  law.  With  such  a  tribu- 
nal, the  argument  of  involuntary  servitude,  whatever  slight  plausibility 
it  may  have  had  before,  falls  to  the  ground. 

In  conclusion  permit  me  to  offer  two  general  observations.  First, 
private  ownership  under  government  regulation  is  again  on  trial.  The 
one  thing  that  will  satisfy  the  people  of  the  country  is  the  complete 
recognition  in  deed  as  well  as  word  that  the  railway  is  a  public  servant. 
This  insistence  pervades  the  recent  legislation.  Private  interests  are 
put  one  side  for  a  larger  and  more  imperative  need.  Private  capital 
has  little  now  to  gain  from  pursuit  of  the  methods  of  competitive  busi- 
ness. Its  earnings  are  limited,  its  range  of  activity  restricted.  This 
should  give  stimulus  to  a  movement  for  a  larger  measure  of  cooperation 
among  the  railways,  and  the  perpetuation  of  those  advantages  that  de- 
veloped under  the  unified  control  of  the  war  period.  There  is  much 
evidence  that  railway  executives  appreciate  this  change  of  status,  and 
that  they  are  prepared  to  subordinate  the  selfish  interests  of  their  own 
properties  to  the  larger  interests  of  the  public  as  a  whole.     We  are 
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attempting  to  take  a  middle  ground  between  public  ownership  and  un- 
restricted private  operation,  a  position  in  which  the  public  becomes  a 
partner  in  the  enterprise.  Whether  this  final  experiment  will  succeed 
will  depend  upon  the  cordiality  with  which  public  and  carriers  co- 
operate to  achieve  a  common  purpose. 

Second,  we  have  reached  a  stage  in  our  policy  of  regulation  where 
we  may  well  pause  and  take  account  of  stock.  We  have  gone  a  long 
way  and  rapidly  in  the  direction  of  inquisitorial  supervision.  To  be 
sure,  the  government  now  has  a  large  stake  in  the  enterprise,  having 
over  a  billion  dollars  of  investment  in  railway  property  in  the  form  of 
loans.  Yet  there  is  a  point  in  the  regulation  process  that  represents 
a  fair  balance  between  the  private  agency  that  furnishes  the  capital  and 
the  management,  and  the  public  which  asserts  control  over  rates  and 
service.  If  we  insist  upon  carrying  our  paternalism  and  our  discipline 
to  the  point  where  private  capital  will  rebel,  where  private  initiative 
will  be  deadened,  where  the  net  result  of  the  association  of  private  capi- 
tal and  government  management  will  be  a  decline  in  the  standard  of 
service  produced,  we  must  either  draw  back  or  be  prepared  to  accept 
the  alternative,  however  disagreeable,  and  undertake  the  responsibility 
of  public  ownership  and  public  operation. 

THE  RAILROAD  SITUATION— DISCUSSION 

C.  O.  RuGGLKS. — In  the  discussion  of  Professor  Dixon's  paper  I  wish  to 
call  attention  especially  to  what  he  has  called  the  altered  relationship  of  the 
Interstate  Commerce  Commission  to  the  service  of  transportation.  And  in 
this  connection  it  is  highly  significant  to  point  out  that  the  Commission  is 
responsible  to  the  carriers  for  the  net  earnings  and  to  the  public  for  an  effi- 
cient and  sufficient  transportation  service. 

There  does  not  appear  to  be  any  doubt  that  we  have  reached  a  point 
where  railroads  will  not  be  permitted  to  receive  a  rate  of  return  on  capital 
comparable  to  what  it  will  be  able  to  earn  in  competitive  industry.  There- 
fore if  we  are  to  take  no  backward  step  on  this  proposition,  the  only  possible 
consistent  program  is  to  move  forward  and  provide  for  a  certain  return  to 
carriers.  If  we  are  to  say  to  carriers  when  they  are  prosperous,  as  we  did 
about  1906,  that  rates  to  the  public  ought  to  be  reduced,  we  must  be  pre- 
pared to  permit  an  increase  in  their  rates  when  railroad  revenue  is  inade- 
quate. If  an  increase  in  rates,  at  such  times,  coincides  in  the  business  cycle 
with  such  depression  in  business  that  increased  revenue  will  not  be  pro- 
duced by  advances  in  the  rate  schedule,  then  there  is  but  one  solution,  and 
that  is  a  payment  to  the  carriers  from  a  revolving  fund  administered  by  the 
government.  Of  course  this  assumes  that  the  government  might  desire  dur- 
ing periods  of  ample  railway  revenue  to  divert  part  of  this  revenue  into 
such  a  fund  to  be  used  as  a  shock  absorber  during  periods  of  business  de- 
pression. 

The  weak  link  in  having  the  Interstate  Commerce  Commission  assume 
responsibility  for  a  return  to  carriers  is  the  danger  of  relieving  railroad 
management  of  the  responsibility  of  handling  the  properties  economically. 
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While  it  would  be  rash  to  predict  what  will  be  the  outcome  of  this  experi- 
ment, it  is  evident  that  it  will  be  easier  to  determine  whether  a  road  is  in 
need  of  more  capital  because  of  inefficient  management  or  because  of  in- 
adequate rates  than  it  would  have  been  before  provision  had  been  made  for 
uniform  and  somewhat  detailed  accounting. 

In  considering  whether  capital  has  been  put  in  a  straight-jacket  and 
robbed  of  its  initiative,  it  is  well  to  keep  in  mind  the  fact  that,  although  the 
zone  is  a  very  narrow  one,  still  the  law  is  so  framed  that  the  return,  which 
is  to  be  assured  to  the  carriers,  is  based  upon  the  aggregate  valuation  of 
all  the  roads  within  a  certain  region,  and  is  in  no  sense  an  assured  return 
to  any  individual  road.  Moreover,  it  may  not  be  out  of  place  to  point  out 
that  there  are  various  classes  of  persons  with  capital  to  invest.  There  are 
those  satisfied  with  nothing  but  a  very  high  return,  while  at  the  other  ex- 
treme there  are  others  who  consider  safety  of  the  investment  first  and 
rate  of  return  as  of  secondary  importance.  In  our  early  history,  and  be- 
fore any  regulation  of  carrier  accounts,  railways  were  in  that  group  where 
both  great  gains  and  great  losses  were  possible.  In  other  words,  carriers 
were  in  the  speculative  group.  If  now  government  regulation  is  to  assure 
the  railroads  against  losses,  it  would  appear  that  that  class  of  investors  who 
desire  safety  of  their  investments  as  of  prime  importance  would  be  willing 
to  purchase  railway  securities. 

If  the  new  law  requires  the  Interstate  Commerce  Commission  to  give  more 
attention  to  progressing  railway  service  it  will  fill  a  long  felt  need.  Study 
of  this  phase  of  the  subject  will  convince  one  that  we  should  have  had 
thoroughgoing  regulation  of  railway  service  at  least  twenty  years  ago.  It 
may  be  true  that  we  are  likely  to  have  agitation  for  government  ownership 
and  regulation  as  a  result  of  putting  private  capital  in  a  straight-jacket,  but 
it  is  more  probable  that  there  will  be  a  demand  for  government  ownership 
and  operation  as  a  result  of  a  breakdown  in  railway  service.  Railway  ser- 
vice touches  the  public  in  a  vital  way,  and  disgust  on  the  part  of  the  gen- 
eral public  as  a  result  of  unsatisfactory  railway  service  would  be  much 
more  likely  to  bring  government  ownership  of  railroads  than  would  dis- 
satisfaction on  the  part  of  investors  because  of  limited  railway  earnings. 

In  framing  a  program  of  regulation  which  will  insure  to  the  public  effi- 
cient and  sufficient  railway  service,  we  must  recognize  the  fact  that  we  can- 
not longer  permit  the  control  over  the  distribution  of  railway  equipment  to 
remain  in  the  hands  of  the  carriers.  Our  large  area  and  our  marked  geo- 
graphical division  of  labor  make  this  problem  more  vital  than  it  is  in  other 
countries.  While  the  Transportation  Act  of  1920  gives  control  over  the 
distribution  of  equipment  to  the  Interstate  Commerce  Commission  whenever 
conditions  reach  such  a  stage  that  interference  is  deemed  necessary,  it  is 
a  question  whether  we  shall  not  need  to  go  to  the  length  of  eliminating  in- 
dividual railway  ownership  of  railway  equipment.  Equipment  companies 
could  be  organized  covering  the  areas  into  which  the  Interstate  Commerce 
Commission  will  group  the  carriers  for  purposes  of  determining  rate  of  re- 
turn. In  addition  to  these  regional  boards  there  should  be  a  central  board 
of  control  of  railway  equipment  for  the  entire  country.  There  should  be 
appointed  on  these  boards  men  familiar  with  the  railway  business,  and  they 
should  be  given  very  long  terms  and  liberal  salaries,  and  thus  relieved  of 
their  railway  company  connections.  On  these  boards  would,  of  course,  be 
representative 3  of  the  Interstate  Commerce  Commission  or  of  the  govern- 
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ment.  The  strength  of  such  a  plan  is  in  the  elimination  of  individual  rail- 
way system  control  over  equipment.  The  equipment  companies  vrould  have 
no  interest  in  serving  one  railroad  system  over  another  or  one  locality  of 
the  United  States  over  another.  Hence  there  vpould  be  a  more  equitable 
distribution  of  railway  equipment  as  between  what  may  be  called  the  "one 
and  two-way"  shipping  groups.  Those  sections  which  produce  raw  ma- 
terials would  thus  secure  a  more  equitable  share  of  railway  equipment. 
Coal  mines,  which  also  belong  to  the  "one-way"  shipping  group,  would  not 
be  sacrificed  to  big  industrial  concerns  that  get  many  cars  in  under  load  and 
appropriate  them  as  they  are  made  empty;  and  mine  operators  would  not 
find  it  necessary  to  sign  unfavorable  contracts  for  railroad  fuel  in  order 
to  feel  that  they  can  secure  an  adequate  car  supply. 

One  other  very  important  change  in  private  ownership  and  operation  of 
carriers  must  be  made  or  there  will  undoubtedly  be  a  growing  demand  for 
government  ownership.  I  refer  to  the  very  unsatisfactory  railway  service 
at  terminals.  It  happens  too  that  government  ownership  would  be  espe- 
cially unsatisfactory  in  this  very  feature  of  our  railway  service.  If  we  had 
government  ownership  and  control  of  carriers,  the  amount  of  traffic  which 
would  pass  through  the  port  of  New  York  as  compared  with  New  Orleans 
would  be  determined  in  the  same  manner  that  river  and  harbor  appropria- 
tions are  made  at  present.  The  shipping  public  will  never  be  able  to  get 
the  service  to  which  it  is  entitled  so  long  as  we  continue  individual  railway 
control  of  terminal  facilities.  An  examination  of  railway  terminal  tariffs 
will  show  that  railways  use  these  railway  terminal  facilities  in  such  a  man- 
ner as  to  encourage  shippers  to  give  the  line  haul  to  the  road  owning  such 
terminal  facilities  and  to  discourage  routing  traffic  over  other  lines.  In- 
deed it  is  not  uncommon  for  a  carrier  to  state  in  its  terminal  tariffs  that  it 
reserves  its  terminal  facilities  for  its  own  use  except  upon  such  terms  as  it 
may  see  fit  to  grant.  And  it  has  been  held  by  the  Interstate  Commerce  Com- 
paission  and  by  the  courts  in  cases  involving  joint  rating  that  one  carrier 
may  not  be  compelled  to  make  certain  joint  tariffs  if  it  means  in  effect  the 
opening  of  all  its  terminal  facilities  to  the  use  of  a  competitive  road.  There 
has  not  been  sufficient  appreciation  on  the  part  of  the  public  of  the  signifi- 
cance of  the  lack  of  coordination  on  the  part  of  the  carriers  in  the  use  of 
terminal  facilities.  Naturally  some  carriers  occupy  strategic  positions  in 
terminals  because  historically  they  were  the  first  to  enter.  A  map  of  most 
pf  our  terminals  will  show  too  that  they  have  usually  located  within  termi- 
nals in  such  a  way  as  to  make  it  difficult  for  other  carriers  to  secure  favor- 
able locations.  It  is  evident  that  terminal  congestion  which  may  result  from 
the  fact  that  the  facilities  of  one  carrier  are  used  beyond  capacity  means  in- 
creased earnings  to  the  carrier  on  which  congestion  occurs,  for  as  the  freight 
is  moved  the  carrier  receives  its  revenue.  From  the  standpoint  of  the  pub- 
lic, however,  it  is  desirable  to  have  all  the  terminal  facilities  used  as  a  unit. 
Individual  carriers  through  eminent  domain  have  been  able  to  take  certain 
property  for  common  carrier  use.  It  is  now  time  to  apply  eminent  domain 
to  individual  railroad  property  in  terminals,  and  to  demand  that  all  termi- 
nal facilities  be  owned  and  controlled  by  a  separate  terminal  corporation, 
whicli  in  turn  would  serve  all  carriers  on  equal  terms.  Such  a  plan  would 
mean  that  all  railroads  reaching  a  terminal  would  have  the  advantage  of 
whatever  terminal  facilities  were  provided  in  that  terminal.  If  some  car- 
riers lose  by  such  a  reorganization  of  private  ownership,  the  public  would 
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gain.  The  justification  of  individual  railway  system  gain  at  the  expense  of 
the  public  will  be  increasingly  difficult  as  the  public  appreciates  that  the 
inefficiency  in  the  physical  coordination  of  railroads  in  terminals  is  at  the 
bottom  of  many  of  the  difficulties  in  the  way  of  securing  efficient  railway 
service.  Congestion  in  Atlantic  terminals  may  mean  embargoes  on  freight 
in  Denver.  Physical  coordination  and  unification  of  all  terminal  facilities 
in  our  important  terminals  would  amount  to  an  important  addition  to  the 
transportation  facilities  of  this  country.  And  indeed  about  the  only  way 
to  bring  about  an  increase  in  most  of  our  terminal  facilities  is  through  ef- 
fective coordination  and  more  intensive  use.  Geographical  conditions  and 
the  rapid  growth  of  cities  about  transportation  centers  in  our  important 
cities  often  limit  extensive  development  of  terminal  facilities.  Hence  the 
significance  of  unification  and  intensive  development. 

The  Interstate  Commerce  Commission  very  properly  emphasizes  the  im- 
portance of  increasing  federal  control  over  carriers.  This  Commission  must 
control  railroad  rates  if  it  is  to  be  held  responsible  for  securing  an  ade- 
quate revenue  to  carriers.  It  is  also  important  that  state  control  of  rail- 
way service  be  curtailed.  If  Connecticut,  for  example,  grants  shippers  four 
days  free  time  in  which  to  unload  carload  freight,  whereas  in  Minnesota  but 
two  days  are  allowed,  it  means  a  discrimination  in  favor  of  Connecticut 
shippers.  Likewise  if  a  state  sets  a  low  carload  minima  it  may  mean  lower 
freight  rates  to  industries  in  that  state,  but  it  also  means  that  shippers  in 
that  state  will  absorb  more  than  a  fair  share  of  railway  equipment. 

It  makes  no  difference,  therefore,  whether  inefficiency  in  the  use  of  the 
railway  plant  results  from  the  action  of  individual  railway  systems  in  the 
unfair  appropriation  of  railway  equipment,  or  from  a  restriction  in  the 
use  of  terminal  facilities  to  its  own  advantage,  or  whether  the  same  results 
are  produced  by  a  state  that  passes  laws  favorable  to  its  own  interests,  the 
effect  upon  the  public  is  the  same. 

If  this  reasoning  is  sound,  we  ought  to  have  such  a  modification  of  private 
ownership  as  will  make  it  reasonable  to  expect  that  each  corporation  engaged 
in  furnishing  transportation  will  find  it  to  its  own  interest  to  secure  the 
maximum  coordination  in  the  use  of  all  transportation  facilities.  The  or- 
ganization of  separate  equipment  corporations  that  would  own  railway  equip- 
ment would  bring  about  a  more  equitable  distribution  of  this  equip- 
ment. The  organization  of  separate  terminal  corporations  that  would  own 
all  railway  terminal  facilities  would  open  to  all  carriers  alike  the  use  of  all 
terminal  facilities.  The  physical  coordination  which  would  thus  be  possible 
would  mean  much  more  efficient  railway  service.  Finally,  the  curtailment 
of  regulation  by  the  various  states  would  prevent  the  inequalities  that  re- 
sult from  both  rate  schedules  and  service  regulations.  Such  changes  would 
materially  improve  the  quality  of  railway  service,  and,  if  carried  out  in  a 
vigorous  manner,  would  postpone  if  not  eliminate  the  demand  for  govern- 
ment ownership. 
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I.  OuE  Ikternational  Position  at  the  Close  of  the  Wae 

I  believe  that  our  problems  in  foreign  trade  cannot  be  satisfactorily 
analyzed  by  reference  merely  to  our  current  situation.  I  hope  I  shall 
be  pardoned,  therefore,  for  recalling  at  the  outset  some  familiar  facts 
of  our  earlier  experience.  From  the  crisis  of  1873  to  the  outbreak  of 
the  war  our  balance  of  trade  had  been  moderately  favorable,  the  excess 
of  exports  representing  in  the  early  years  chiefly  the  growing  inter- 
est payments  on  foreign  capital  previously  invested  in  our  railroads 
and  other  enterprises.  Beginning  in  the  late  nineties  our  trade  balance 
showed  a  marked  and  sustained  increase,  representing  in  addition  to 
interest  payments  the  notable  growth  in  the  expenditures  of  our  tour- 
ists abroad  and  in  the  remittances  of  our  rapidly  growing  immigrant 
population.  Down  to  the  war,  however,  our  favorable  balance  had  been 
of  modest  proportions,  averaging  about  $487,000,000  a  year  in  the 
period  1896-1914,  and  representing,  as  nearly  as  can  be  stated,  net 
interest  paj'ments  of  about  $160,000,000,  tourists'  expenditures  of 
$150,000,000,  immigrants'  remittances  of  about  $150,000,000,  and  a 
number  of  minor  debit  items,  of  which  payment  for  ocean  carriage  was 
the  chief. 

Then  came  the  World  War,  bringing  a  series  of  changes  which,  though 
in  many  respects  clearly  foreshadowed  in  the  two  decades  preceding  the 
war,  came  so  rapidly  and  spectacularly  and  on  so  gigantic  a  scale  as  to 
make  foreign  trade  one  of  our  major  economic  problems.  The  main 
features  of  our  war-time  balance  of  trade  can  be  briefly  sketched.  Ex- 
ports in  four  and  a  half  years  totalled  $22,974,000,000  and  imports 
$11,166,000,000.  Our  excess  of  exports,  owing  to  war-time  needs  for 
our  products  at  rapidly  rising  prices,  coupled  with  Europe's  inability 
to  export  as  before,  reached  the  huge  total  of  $11,808,000,000.  This 
balance  was  financed  mainly  by  the  export  of  American  capital,  in  the 
form  of  public  and  private  loans  to  foreign  countries  and  of  American 
securities  returned  to  this  side  in  connection  with  the  operations  of 
exchange  stabilization.  Other  items  were  of  course  present,  notably  the 
large  net  inflow  of  gold,  which  amounted  to  $1,029,000,000,  but  all 
of  these  items  were  of  minor  importance  compared  with  the  movement 
of  capital  and  of  goods.  The  total  net  export  of  capital,  as  nearly  as 
it  can  be  stated,  was  distributed  as  follows: 
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Securities  returned  from  Europe $9,000,000,000 

Private  foreign  bond  issues  1,520,100,000 

Advances  by  the  United  States  government  vmder  credits 

established  in  favor  of  allied  governments 7,319,500,000 

Total    $10,839,600,0001 

As  this  huge  outgo  of  American  capital  continued  it  was  seen  that 
the  eventual  outcome  must  be  the  conversion  of  the  United  States  from 
the  debtor  to  the  creditor  position  in  international  trade.  Indeed,  be- 
fore the  war  had  ended,  it  was  being  assumed  in  many  quarters  that  this 
fundamental  change  had  already  occurred;  and  that  what  in  other 
countries  had  come  only  very  gradually,  as  the  result  of  slowly  ac- 
cumulating foreign  investments,  combined  perhaps,  as  in  the  case  of 
Great  Britain,  with  a  steadily  growing  merchant  marine  and  other 
sources  of  income  from  abroad,  had  taken  place  in  the  United  States 
under  the  pressure  of  an  unprecedented  war  in  about  four  years  time. 
Since  our  prewar  debit  balance  had  been  paid  by  an  excess  of  exports, 
the  logical  implication  was  that  the  new  net  credit  balance  would  induce 
an  excess  of  imports ;  that  there  would  very  shortly  be  an  overturn  of 
our  trade  balance  comparable  with  that  of  1873. 

The  study  undertaken  by  the  Review  of  Economic  Statistics  in  the 
spring  of  1919,^  however,  indicated,  I  believe,  that  at  the  close  of  the 
war  period  our  new  creditor  position  had  not  yet  been  clearly  achieved. 
An  important  change  had  taken  place  in  our  capital  and  interest  ac- 
count. A  net  outward  payment  of  about  $160,000,000  a  year  had  been 
supplanted  by  a  net  inward  payment  of  about  $525,000,000,  provided 
that  Europe  were  able  to  assume  at  once  so  heavy  a  charge.  Even  as- 
suming full  payment  of  interest,  however,  it  was  still  doubtful  whether 
at  that  time  our  balance  would  show  a  net  sum  receivable.  The  item 
of  freight  payments,  by  reason  of  our  merchant  marine  expansion,  had 
apparently  passed  out  of  our  debit  column,  but  was  still  too  small  to 
exert  much  effect  on  the  balance.  Much  more  important  were  immi- 
grants' remittances  and  tourists*  expenditures.  Even  if  taken  at  a 
moderate  prewar  estimate,  about  $300,000,000  a  year  when  combined, 
they  reduced  our  new  credit  balance  to  about  $200,000,000.'  And  it 
was  generally  conceded  that  immigrants'  remittances  had  greatly  in- 
creased, and  that  tourists'  expenditures,  which  had  virtually  ceased 
during  the  war,  might  be  expected  to  revive  strongly  after  a  time. 

More  important  than  these,  however,  were  the  further  changes  likely 
to  occur  in  our  international  capital   and  interest  account.     Could 

iThc  Review  of  Economic  Statistics,  July,  1919,  p.  805. 

2  C.  J.  Bullock,  J.  H,  Williams,  and  R.  S.  Tucker,  "The  Balance  of  Trade  of  the 
United  States,"  July,  1919. 
-   « The  Review  of  Economic  Statistics,  July,  1919,  p.  953. 
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Europe  soon  assume  her  interest  obligations?  Even  assuming  that  she 
could,  was  it  not  likely  that  for  some  years  the  net  movement  of  capital 
would  be  from  the  United  States,  rather  than  toward  it?  A  moderate 
outflow  of  foreign  investment  would  still  suffice,  when  added  to  the 
other  items  mentioned,  to  off'set  the  annual  inflow  on  interest  account, 
and  thus  to  postpone  the  overturn  of  the  trade  balance.  Eventually, 
the  growing  interest  charge  would  become  so  large  as  to  exceed  the  sum 
of  new  annual  investments,  tourists'  expenditures,  and  immigrants'  re- 
mittances ;  but  that  result  would  show  itself  only  after  some  years.  On 
the  basis  of  the  data  then  available  it  was  concluded  that,  although  it 
was  not  possible  to  predict  with  safety  whether  the  overturn  of  our 
trade  balance  would  come  after  two  years  or  not  for  a  decade,  it  was 
certain  that  in  view  of  Europe's  continued  extreme  need  of  our  products 
and  our  loans,  our  excess  of  exports  could  not  be  expected  to  disappear 
so  rapidly  as  had  been  generally  assumed. 

II.  Our  Balance  of  Trade  Since  the  Armistice 

In  the  two  years  that  have  passed  since  the  armistice  that  conclusion 
has  been  justified.  The  transition  from  war  conditions  has  been  very 
gradual.  Except  for  Great  Britain,  Europe's  recovery  has  been  slow, 
though  in  the  past  year  there  have  been  a  number  of  hopeful  signs.  Ex- 
cept in  Great  Britain,  budgetary  deficits  are  still  the  rule;  taxation 
runs  behind  current  expenditure.  The  German  indemnity  remains  un- 
settled. The  basis  of  international  trade  with  Europe  is  still  incon- 
vertible paper;  paper  issues  have  continued  to  be  multiplied;  the  ratio 
of  gold  holdings  to  bank  liabilities  has  grown  smaller;  and  the  gold 
embargoes,  though  relaxed  by  Great  Britain,  have  elsewhere  been  con- 
sistently maintained.  The  foreign  exchanges,  following  the  unpegging 
of  sterling  in  March,  1919,  and  the  discontinuance  of  the  credit  ad- 
vances by  our  government  in  June,  1919,  declined  rapidly,  reaching 
their  low  mark  in  February,  1920.  The  recovery  which  followed  was 
only  moderate,  and  this  past  fall  a  downward  movement  again  set  in. 
The  dollar,  which  in  war  time  had  been  at  a  discount  in  many  neutral 
countries,  though  at  a  premium  in  the  warring  countries,  has  gone  to 
a  premium  virtually  throughout  the  world.  With  the  removal  of  our 
embargo  on  gold  in  June,  1919,  gold  has  been  moving  to  settle  our 
adverse  balances  with  the  neutral  countries,  but  has  not  moved  from 
the  belligerent  countries  to  us  on  a  comparable  scale,  so  that  we  have 
witnessed  the  seeming  paradox  of  a  nation  with  the  largest  favorable 
trade  balance  that  has  ever  existed  in  any  country  experiencing  at  the 
same  time  a  heavy  net  outflow  of  gold,  the  net  export  to  November  1, 
1920,  being  $260,000,000. 
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Of  chief  importance  as  regards  their  effect  on  our  balance  since  the 
armistice  have  been  the  changes  in  our  international  capital  and  in- 
terest account.  The  payments  of  interest  on  the  huge  sum  of  govern- 
ment credit  advances  have  been  suspended.  The  cash  advances  (less 
repayments)  under  these  credits  now  (November  15,  1920)  amount  to 
$9,466,283,170.  Last  April  announcement  was  made  that  interest  pay- 
ments on  the  government  credits  would  be  payable  in  funding  bonds 
for  three  years ;  and  that  the  funding  plan  would  extend  to  back  in- 
terest and  also  to  the  obligations  of  foreign  governments  for  purchases 
of  our  war  supplies.  These  obligations  at  the  close  of  the  fiscal  year 
1920  amounted  to  $563,032,739.63.  Adding  back  interest,  then,  which 
now  amounts  to  about  $800,000,000,*  we  have  a  present  total  of  about 
$10,814,000,000  of  government  credit  items,  on  which  the  annual  in- 
terest payments  at  5  per  cent  would  be  $541,000,000. 

An  analysis  of  our  balance  of  payments  for  the  calendar  year  1919^ 
indicated  what  would  be  the  effect  of  the  funding  of  these  interest  pay- 
ments. Excluding  new  capital  loans  and  repayments,  it  was  shown 
that  so  long  as  these  government  interest  items  remained  unpaid  in  cash 
or  its  equivalent,  our  balance  on  invisible  items  would  still  show  a  net 
debit,  the  annual  payments  for  immigrants'  remittances  and  tourists' 
expenditures  exceeding  the  annual  receipts  of  interest  payments  on 
private  capital  invested  abroad  and  freight  payments  for  the  services 
of  our  expanded  merchant  marine  by  some  $200,000,000  a  year.  And 
it  is  worth  noting  that  in  this  computation  tourists'  expenditures  were 
taken  at  only  $50,000,000  a  year,  whereas  the  lowest  authoritative  esti- 
mates of  this  item  in  the  prewar  period  put  it  at  not  less  than  $150,- 
000,000  a  year. 

It  is  apparent,  therefore,  that  so  long  as  the  interest  on  government 
credits  remains  unpaid,  except  in  funding  bonds,  there  is  every  likeli- 
hood that  we  shall  continue  to  have  a  net  balance  of  indebtedness,  and 
a  continuation  of  our  excess  of  exports,  though  of  reduced  amount  com- 
pared with  the  huge  balances  of  recent  years.  As  to  how  long  this 
suspension  of  interest  payments  will  continue  thus  to  affect  our  trade 
balance,  no  definite  answer  can  yet  be  given.  Secretary  Houston's 
latest  announcement  is  that  the  funding  arrangement  has  not  yet  been 
settled  but  is  still  in  the  stage  of  discussion ;  and  that  the  Treasury's 
proposal  is  to  fund  the  interest  merely  for  two  or  three  years  from  the 
spring  of  1919,  when  interest  payments  ceased.  If  this  is  done,  it  wiU 
mean  that  our  excess  of  exports,  so  far  as  due  to  the  suspension  of  in- 
terest payments,  would  continue  until  the  spring  of  1921  or  1922,  ac- 

4  To  January  1,  1920,  $324,212,000  (see  Frank  A.  Vanderlip  and  John  H.  Williams, 
"The  Future  of  our  Foreign  Trade,"  p.  36) ;  for  the  year  1920  about  $473,000,000. 
6  "The  Future  of  Our  Foreign  Trade,"  p.  37. 
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cording  to  the  period  to  be  covered  bj  the  funding  plan.  Whether  the 
interest  payments  will  in  fact  be  resumed  so  soon  as  here  indicated 
must  depend,  of  course,  upon  the  rapidity  of  Europe's  recovery  from 
the  effects  of  the  war.  It  would  seem  certain,  however,  that  Great 
Britain  could  resume  at  that  time,  and  it  is  therefore  worthy  of  note 
that  of  the  total  government  credits  to  finance  exports  Great  Britain 
still  has  $4,196,818,538.44  (December  1,  1920),  or  44  per  cent  of 
the  whole. 

It  is  not  predicted,  however,  that  our  excess  of  exports  will  neces- 
sarily disappear  immediately  upon  the  resumption  of  these  interest  pay- 
ments, or  that  our  balance  of  trade  will  be  dominated  forthwith  by  the 
separate  effect  of  this  single  factor.  Much  will  depend,  of  course, 
upon  the  extent  and  rapidity  of  Europe's  recovery.  She  may  continue 
for  a  time  still  to  need  our  goods  beyond  her  capacity  to  pay  with  goods, 
gold,  or  securities,  and  to  shift  the  burden  of  payment  for  the  excess 
upon  our  bankers  and  exporters.  A  resumption  of  these  huge  interest 
payments,  however,  would  be  the  best  evidence  yet  apparent  of  a  sub- 
stantial recovery  in  Europe. 

A  factor  of  at  least  equal  importance  with  the  question  of  interest 
payments  during  the  immediate  future  will  be  that  of  new  foreign  in- 
vestments of  American  capital  abroad.  Whether  this  stream  of  foreign 
investment  is  to  occur,  on  a  scale  sufficient  to  offset  the  annual  inter- 
est payments  on  our  capital,  public  and  private,  already  so  invested, 
and  also  to  offset  maturing  bond  issues  and  repayments  of  capital  on 
government  credits,  is  today  the  question  of  supreme  importance.  Its 
significance  is  many  sided.  It  has  a  bearing  not  only  upon  the  question 
of  fact  here  raised — as  to  whether,  and  when,  our  balance  of  trade  is 
to  be  overturned — but  also  upon  the  condition  of  our  exporters  and 
their  bankers,  now  burdened  with  short-time  credits  extended  to  foreign 
.buyers  of  our  products;  upon  the  character,  extent,  and  direction  of 
our  foreign  trade,  in  both  exports  and  imports;  and  upon  the  future 
importance  of  the  United  States  as  an  international  money  market. 

To  understand  adequately  the  importance  of  the  consequences  now 
hinging  upon  foreign  investment  of  American  capital,  it  is  necessary 
to  examine  in  some  detail  the  state  of  our  trade  balance  since  the  armi- 
stice and  the  means  whereby  it  has  been  financed.  From  November  1, 
1918,  to  November  1,  1920,  our  exports  exceeded  our  imports  by 
$6,782,000,000,  or  by  about  a  billion  dollars  more  than  during  the  last 
two  years  of  the  war.  Both  exports  and  imports  have  shown  a  large 
increase  in  the  value  figures.  Exports  for  the  two  years  to  November 
1,  1920,  were  $15,841,000,000,  or  over  three  billion  dollars  larger  than 
in  the  last  two  years  of  the  war ;  and  imports  amounted  to  $9,059,000,- 
000,  which  is  only  17  per  cent  less  than  the  combined  imports  of  the 
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entire  war  period.  Total  value  of  exports  has  so  far  shown  no  tendency 
to  diminish.  In  1919  it  was  29  per  cent  greater  than  in  1918,  and  in 
the  first  ten  months  of  1920  it  was  5  per  cent  greater  than  in  the  same 
period  of  1919.  Imports  in  1919  were  22  per  cent  more  than  in  1918, 
and  in  the  first  ten  months  of  1920  they  were  52  per  cent  greater  than 
in  the  corresponding  months  of  1919.  Until  the  recent  harvest  season, 
therefore,  when  exports  experienced  the  usual  seasonal  expansion  and 
imports  fell  off  by  reason  of  falling  prices  in  the  raw  material  markets 
and  the  industrial  depression  attendant  upon  our  own  falling  price 
level,  imports  were  increasing  much  faster  than  exports  and  were  rapidly 
filling  up  the  gap  between  the  two.  Yet  for  the  whole  period,  so  marked 
had  been  the  expansion  of  exports  in  1919,  exports  exceeded  imports  by 
a  greater  figure  than  in  any  equal  period  of  our  history. 

It  is  important  to  remember  that  this  remarkable  expansion  of  our 
foreign  trade  since  the  armistice  has  been  much  more  in  the  value 
figures  than  in  the  quantity  figures.  Mr.  W.  A.  Berridge,  in  the  Re- 
view of  Economic  Statistics  for  October,  1919,  showed  that  in  the  fiscal 
year  1919  physical  volume  of  exports  was  only  40  per  cent  in  excess  of 
the  1911-14  average,  whereas  export  prices  had  advanced  127  per 
cent  and  the  total  value  of  exports  317  per  cent.  Compared  with  the 
1915-18  average,  physical  volume  of  exports  in  the  fiscal  year  1919 
showed  an  actual  decline  of  2.8  per  cent,  whereas  export  prices  ad- 
vanced 52  per  cent  and  total  value  of  exports  48  per  cent.  Since  1915 
(and  until  the  present  price  recession)  export  prices  have  been  con- 
sistently higher  than  domestic  prices,  the  excess  reaching  more  than 
10  per  cent  in  the  fiscal  year  1919.  The  foreign  trade  index  of  the 
Federal  Reserve  Bulletin  for  November,  1920,  shows  that  with  price 
changes  eliminated  the  monthly  average  value  of  exports  in  the  calendar 
year  1919  (which  on  this  basis  is  an  index  of  physical  volume  of  ex- 
ports) was  only  18.6  per  cent  greater  than  that  for  1913 ;  and  that  in 
the  first  nine  months  of  1920  the  monthly  average  was  only  3.2  per 
cent  higher  than  in  1913.  Quantity  of  exports  has  thus  declined  14 
per  cent  since  1919,  and  this  year  has  been  but  little  more  than  hefore 
the  war.  Quantity  of  imports  shows  a  striking  contrast.  The  monthly 
average  quantity  imported  in  1919  was  71.7  per  cent  greater  than  that 
of  1913;  and  the  monthly  average  for  the  first  nine  months  of  1920 
was  92.2  per  cent  greater  than  that  of  1913.' 

« It  must  be  admitted  that  the  indices  of  the  Federal  Reserve  Bulletin  are  not  so 
comprehensive  as  could  be  wished.  They  include  29  leading  exports  which  in  1913 
formed  56.3  per  cent  of  the  total  export  values,  and  25  leading  imports  which  in 
1913  were  47.7  per  cent  of  the  total  import  values.  Yet  the  commodities  included 
are  representative,  and  the  proportions  of  the  whole  which  they  form  are  consider- 
able. 
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Here  is  striking  refutation  of  the  contention  of  those  who  hold  that 
our  foreign  trade  since  the  armistice  has  represented  the  supplying  of 
foreign  markets  with  our  products  at  the  expense  of  the  home  market ; 
that  our  large  export  balances  have  drained  our  markets  of  goods,  in- 
duced the  holding  back  of  goods,  intensified  speculation,  and  have  there- 
by raised  our  prices  at  home.  It  is  clear  that,  on  the  contrary,  our 
foreign  trade  since  the  armistice  has  increased  the  proportion  of  the 
world's  production  being  supplied  to  the  domestic  market. 

This  statement  of  quantity  of  trade  does  not,  of  course,  alter  the 
fact  that  our  export  balance  since  the  armistice  has  been  unsoundly 
financed,  and  that  the  resultant  expansion  of  bank  credit  has  prob- 
ably been  one  important  factor  in  the  continued  rise  of  prices  which 
reached  its  peak  in  May,  1920.  To  the  extent  that  this  is  the  case, 
it  would  appear  to  support  the  quantity  theory  of  money;  and  it  is, 
thorefore,  interesting  to  note  the  paradoxical  fact  that  among  the  econ- 
omists who  in  recent  months  have  been  most  prominent  in  calling  our 
attention  to  the  expansion  of  bank  credit  occasioned  by  our  recent 
molhods  of  financing  foreign  trade,  has  been  one  of  the  most  vigorous 
credits  of  the  quantity  theory. 

III.  Our  Trade  Balance  Has  Been  Financed  by  Bankers'  Credits 
As  has  been  said,  however,  the  value  figures  of  trade  since  the  armi- 
stice show  an  excess  of  exports  amounting  (to  November  1,  1920)  to 
$6,782,000,000,  the  largest  in  our  history.  Here  is  striking  proof  of 
Europe's  continued  inability  to  buy  goods  with  goods.  Since  the  mid- 
dle of  1919  this  condition  has  given  rise  to  a  new  and  very  serious  prob- 
lem. In  June,  1919,  the  government  withdrew  from  the  field  of  export 
financing.^  Since  that  time  the  burden  of  supplying  Europe  with  our 
exports  has  fallen  chiefly  upon  our  bankers  and  exporters,  in  the  form 
of  short-time  extensions  of  credit. 

The  part  played  by  long-time  investment  since  the  armistice  has  been 
small  in  comparison.  Since  the  beginning  of  1919,  new  foreign  bond 
issues  have  been  fully  offset  by  maturing  issues,  the  total  figures  to  No- 
vember 1,  1920,  being  $897,000,000  of  new  issues  (government,  mu- 
nicipal, and  corporate)  against  $1,086,000,000  of  foreign  loans  ma- 
tured.^ Foreign  bond  issues  have  not,  however,  represented  the  total 
outgo  of  American  capital  during  the  period.  They  do  not  include 
extensions  of  old  plants  abroad  and  establishment  of  new  ones  by  Ameri- 
can corporations,  the  purchase  by  American  concerns  of  lands,  mines, 

1  The  government  credit  advances  virtually  ceased  at  that  time,  though  some  small 
advances  of  cash  under  credits  previously  granted  have  since  been  made.  Also,  the 
War  Finance  Corporation  was  continued  down  to  the  spring  of  1920.  But  credit 
advances  by  the  latter  were  small. 

8  The  detailed  figures,  furnished  by  J.  P.  Morgan  &  Co.,  not  here  reproduced. 
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and  factories  in  Canada,  docks  in  Hamburg,  sugar  mills  and  planta- 
tions in  Cuba,  new  oil  fields  in  Venezuela  and  Colombia,  or  new  pack- 
ing plants  in  Brazil.  All  observers  agree  that  investments  of  this  sort 
have  been  considerable,  particularly  in  the  case  of  Canada.  The  total 
of  these  investments  in  1919  was  estimated  to  be  not  less  than  $300,- 
000,000,  and  for  the  whole  period  down  to  November  1,  1920,  half  a 
billion  dollars  would  be  a  conservative  figure.  Including  these  invest- 
ments and  also  American  purchases  of  European  internal  securities 
and  the  return  of  American  securities  from  Europe  (figures  for  which 
are  given  in  the  accompanying  balance  sheet),  our  total  foreign  in- 
vestment since  the  beginning  of  1919  has  been  about  $1,649,000,000, 
or  about  $563,000,000  in  excess  of  loans  matured  and  paid  off.® 

That  balance  has  been  financed,  as  we  have  said,  by  bankers'  credits. 
The  estimates  that  have  been  made  of  these  short-time  credits  have 
shown  wide  variation,  and  for  the  most  part,  I  believe,  have  been  exag- 
gerated. In  February  and  March,  1920,  while  investigating  our  balance 
for  1919,  I  received  estimates  ranging  from  $500,000,000,  to  $5,000,- 
000,000.  My  own  computation  for  1919  showed  short-time  credits  of 
$1,307,000,000.^°  Much  larger  it  could  not  have  been,  for  the  phe- 
nomenal export  balance  of  the  first  half  of  the  year  ($2,448,000,000) 
was  fully  covered  by  the  government  credit  advances,  which  amounted 
(inclusive  of  all  relevant  items)  to  $2,665,000,000,^^  virtually  the  whole 

9  Moreover,  some  authorities  have  raised  the  question  whether  these  matured  bond 
issues  have  in  fact  been  fully  paid  off  in  every  case.  The  most  important  item  was 
the  Anglo-French  loan,  which  fell  due  October  15,  1920.  The  French  half  was  met 
in  part  by  a  new  loan  of  $100,000,000,  leaving  $400,000,000  payable.  The  Federal  Re- 
serve Bulletin  for  November  (p.  li29)  questions  whether  this  sum  was  paid  off  by 
the  accumulation  of  dollar  balances  through  purchase  of  exchange,  or  was  met  by 
the  sale  of  foreign  securities  in  this  market.  It  states  that  when  analyzed  the  oper- 
ation appears  "to  have  amounted  largely  to  a  mere  shifting  of  credits,"  the  French 
and  British  governments  paying  off  the  loan  with  foreign-held  American  securities. 
The  importance  of  this  statement  does  not  need  explaining.  To  the  extent  that  ma- 
turing loans  have  been  paid  off  with  funds  realized  in  this  manner,  they  represent 
not  an  offset  to  new  foreign  bond  issues  in  this  market  but  an  addition  to  them.  To 
take  only  the  Anglo-French  loan  {i.e.,  $400,000,000,  excluding  the  $100,000,000  new 
French  loan),  it  would  mean  that  new  foreign  investments  in  the  past  two  years 
have  contributed  to  the  financing  of  the  trade  balance  not  half  a  billion,  as  we  have 
stated,  but  about  $1,400,000,000.  In  other  words,  the  current  estimates  of  bankers' 
credits  to  finance  exports  would  be  reduced  by  $800,000,000,  In  the  absence  of  de- 
tailed data  on  transactions  of  this  sort,  however,  we  must  continue  to  count  ma- 
turing bond  issues  as  European  payments  in  our  balance  sheet.  On  this  basis,  the 
net  foreign  investments  Of  American  capital  since  the  armistice  have  been  com- 
paratively small,  entirely  inadequate  to  finance  our  one-sided  balance  of  trade. 

10  "The  Future  of  Our  Foreign  Trade,"  p,  32, 

11  See  "The  Future  of  Our  Foreign  Trade,"  The  Review  of  Economic  Statistics, 
April,  1920,  p.  32.  The  same  figures  are  given  in  the  Chase  Economic  Bulletin,  Oc- 
tober 5,  1920,  p.  29. 
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of  which  was  advanced  in  the  first  half  of  the  year.  The  trade  balance 
of  the  second  half  of  the  year  was  but  $1,568,000,000.  In  1920, 
Europe's  unfunded  debt  to  us  has  undoubtedly  increased  markedly; 
and  of  late  months  the  total  since  the  armistice  has  been  most  fre- 
quently estimated  at  from  three  to  four  billion  dollars.  I  shall  not  at- 
tempt to  read  the  details  of  the  accompanying  balance  sheet.  It  shows 
that  between  January  1,  1919,  and  November  1,  1920,  the  United 
States  piled  up  a  surplus  of  credits  not  otherwise  accounted  for  of 
$2,852,000,000.  This  figure  of  $2,852,000,000  is  put  forth  merely  as 
preliminary,  subject  to  revision  in  my  analysis  of  the  balance  of  pay- 
ments for  the  calendar  year  1920,  which  will  appear  in  a  forthcoming 
issue  of  The  Review  of  Economic  Statistics.  It  is  not  improbable  that 
further  investigation  will  show  that  floating  credits  outstanding  on  No- 
vember 1,  1920,  were  somewhat  less  than  the  figure  indicated  by  the 
table,  and  probably  did  not  exceed  $2,500,000,000. 

The  Balance  of  International  Payments  of  the  United  States, 

January  1,  1919,  to  November  1,  192012 

(Units  of  §1,000,000) 

Credit         Debit 

1.  Exports  of  Merchandise   and  Silver $15,098 

2.  Exports  of  Gold   653 

3.  Foreign  Loans  matured  and  paid  off 1,086 

4.  Freight  Payments  payable  to  United  States  and  Sale  of  Ships       1,011 

5.  Interest  Payments  on  Government  Credits  to  Allied  Govern- 

ments      177 

6.  Interest  Payments  on  Private  American  Capital  Abroad 311 

1.  Imports  of  Merchandise  and  Silver 8,765 

3.  Imports  of  Gold  393 

3.  Gold  held  by  Bank  of  England  for  Federal  Reserve  Banks  none 

4.  New  issues  of  Foreign  Government,  Provincial  and  Municipal 

Loans    771 

5.  Foreign  Corporate  Bond  Issues 126 

6.  American  Securities  Returned  200 

7.  American  Purchases  of  European  Internal  Securities 155 

8.  Other   Foreign    Private   Investment 500 

9.  Net  sum  of  U.  S.  Government  Cash  Advances  under  Credits 

Established  in  Favor  of  Foreign  Governments 2,131 

10.  U.    S.    Government    Purchases    of    European    Currencies    to 

Cover  Expenditures  in  Europe  559 

11.  Relief  84 

12.  Interest  Payments  on  Foreign   Capital  in   the   United   States  100 

13.  Freight   Payments    Payable   on   Imports   Carried   in    Foreign 

Vessels    * 890 

14.  Credits  Granted  by  U.  S.  Grain  Corporation 60 

15.  Immigrants'  Remittances  600 

16.  Tourists'  Expenditures  150 

TOTALS    $18,336       $15,48'4 

15,484 

NET  CREDIT   BALANCE $  2,852 

12  For  sources  of  data  and  methods  of  computation,  see  The  Review  of  Economic 
Statistics,  July,  1919  and  April,  1920, 
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The  estimate  of  short-time  credits  here  given  differs  considerably 
from  that  of  Dr.  B.  M.  Anderson,  Jr.,  in  the  Chase  Bank  Bulletin  of 
last  October.  Dr.  Anderson  finds  the  total  of  European  unfunded  in- 
debtedness to  us  on  September  15,  1920,  to  be  $3,500,000,000.  Allow- 
ing for  our  increased  export  balances  since  that  date,  his  total  on  No- 
vember 1  would  be  not  less  than  $4,000,000,000,  or  over  a  billion  dol- 
lars more  than  that  here  stated.  This  difference  is  due  mainly  to  the 
fact  that  my  balance  is  based  upon  our  relations  with  the  world  as  a 
whole,  whereas  Dr.  Anderson's  is  based  solely  upon  our  relations  with 
Europe,  his  view  being  that  war  conditions  and  the  poverty  of  the  war- 
ring nations  have  forced  them  to  pile  up  an  unfunded  debt  not  merely 
in  the  United  States  but  throughout  the  world,  and  that  therefore  they 
have  no  credits  elsewhere  in  the  world  with  which  to  offset  their  debits 
to  us.  From  this  he  concludes  that  in  seeking  to  find  our  balance  of 
floating  credits  it  is  not  permissible  to  subtract  from  Europe's  debt  to 
us  our  own  debit  balances  with  non-European  countries. 

This  conclusion  is,  I  believe,  erroneous.  Before  considering  it  di- 
rectly, it  is  interesting  to  note  that  if  in  strict  conformity  with  Dr. 
Anderson's  view  that  for  war-impoverished  nations  there  are  no  tri- 
angular offsets  in  international  trade,  we  should  remove  from  his  bal- 
ance sheet  the  trade  balances  of  the  European  nations  not  engaged  in 
the  war,  his  figure  would  be  reduced  to  $2,782,000,000,  or  by  about  a 
billion  dollars.  Our  large  exports  to  Europe  since  the  armistice  have 
been  greatly  swollen  by  the  purchases  of  the  European  neutrals;  with 
the  belligerents  our  excess  of  exports  has  been  smaller  than  in  the  war 
period,  and  has  steadily  dimihished.^^ 

The  interesting  question  suggested  by  Dr.  Anderson's  article,  how- 
ever, is  that  of  our  relations  with  the  European  belligerents.  It  is 
easy  to  paint  too  black  a  picture.  As  was  predicted  in  the  earlier 
studies  referred  to  at  the  beginning  of  this  article,  European  recovery 

13  E.g.,  Our  huge  trade  balance  in  1919,  the  largest  in  our  history  and  $900,000,000 
larger  than  in  1918,  was  due  to  an  increase  in  our  excess  of  exports  to  Europe,  and 
Dr.  Anderson's  large  figure  is  largely  ascribable  to  that  fact.  But  our  balance  with 
our  former  allies  was  almost  exactly  the  same  as  in  1918.  (Excess  of  exports  to 
Great  Britain,  France,  Belgium,  and  Italy:  in  1918  $3,406,000,000;  in  1919,  $3,493,- 
000,000;  in  1920  (nine  months),  $1,837,000,000.)  The  increase  of  our  European  bal- 
ance was  caused  mainly  by  a  remarkable  expansion  of  exports  to  six  neutrals — Den- 
mark, Norway,  Sweden,  Spain,  Switzerland,  and  Netherlands.  Our  exports  to  them 
increased  five-fold  over  1918,  and  the  excess  of  exports  increased  $568,000,000.  From 
January  1,  1919,  to  October  1,  1920,  our  excess  of  exports  to  these  countries  was 
$990,000,000.  These  heavy  exports  represented  in  part  the  payment  of  our  previous 
adverse  balances,  in  part  the  superior  buying  power  of  nations  not  so  much  affected 
by  the  war  as  the  belligerents,  and  in  part,  perhaps,  purchases  for  the  account  of 
neigliboring  nations,  as  Germany,  where  exchange  on  New  York  has  been  less 
favorable. 
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has  been  very  slow  indeed.^*  But  that  should  not  blind  us  to  the  fact 
that  in  1920  the  statistics  of  European  foreign  trade  have  shown  a 
distinct  improvement.  Space  forbids  a  detailed  statement  of  the  fig- 
ures, but  in  the  past  year  the  export  trade  of  France,  Belgium,  and 
Italy  has  increased  much  faster  than  their  imports ;  and  German  ex- 
ports have  exceeded  imports/^  In  addition  Germany  has  paid  some 
twenty  billion  gold  marks  in  kind  to  the  Allies;  and  the  other  nations 

14  It  is  unnecessary  to  summarize  again  the  darker  aspects  of  the  European  situ- 
ation. See  previous  page.  As  to  the  failure  to  provide  adequate  revenue  to  cover 
current  expenditure,  to  which  reference  is  there  made,  it  should  be  said  that  the 
experience  of  all  nations  that  have  endured  a  regime  of  inconvertible  paper  provides 
evidence  that  depreciating  paper  money  by  its  very  nature,  once  the  movement  is 
well  under  way,  involves  almost  inevitably  a  series  of  budgetary  deficits — a  situation 
in  which  current  expenditure  outruns  current  revenue,  no  matter  how  frequently  it 
is  attempted  to  raise  the  latter  to  the  current  level  of  values.  For  taxation  is  by 
its  nature  relatively  fixed,  whereas  with  paper  money  steadily  depreciating  expendi- 
tures will  be  rising  almost  from  day  to  day.  To  some  extent  Europe's  budgetary 
difficulties  have  turned  on  this  principle.  With  lower  prices,  once  the  initial  de- 
pression induced  thereby  is  past,  the  problem  will  become  less  difficult  to  handle. 

15  For  recent  statistics  of  European  trade  see  Federal  Reserve  Bulletins,  section  on 
Wholesale  Prices  Abroad;  reports  of  International  Financial  Congress,  Brussels, 
September,  1920;  Industrial  Research  Section  of  Belgian  Ministry  of  Economic 
Affairs,  etc.  The  improvement  Shown  by  the  foreign  official  statistics  is  confirmed 
by  the  report  recently  published  by  the  United  States  Department  of  Commerce, 
based  on  a  circular  inquiry  to  American  consuls  in  Europe:  see  New  York  Times, 
December  26,  1920. 

The  recovery  of  French  trade  is  especially  worthy  of  note.  Exports  have  increased 
markedly  in  both  quantity  and  value.  In  1913  the  excess  of  exports,  representing 
interest  payments  on  French  capital  abroad,  tourists'  expenditures  and  the  like,  was 
18  per  cent  of  the  imports  and  10  per  cent  of  the  total  trade.  In  1919  the  excess  of 
imports  over  exports  was  71  per  cent  of  the  imports,  or  41  per  cent  of  the  total 
trade.  In  the  first  nine  months  of  1920  the  excess  of  imports  fell  to  41  per  cent 
of  the  imports,  and  26  per  cent  of  total  trade.  The  improvement  has  been  pro- 
gressive, and  by  August  and  September,  the  latest  months  for  which  data  are  avail- 
able, the  excess  of  imports  had  fallen  below  the  prewar  figure;  being  but  16  per 
cent  of  total  imports  or  9  per  cent  of  total  trade.  Average  monthly  exports  in  1920 
increased  815,000,000  francs,  or  112  per  cent  over  1919  (first  nine  months),  while 
monthly  imports  have  increased  but  150,000,000  francs,  or  6  per  cent.  The  monthly 
averages  for  August  and  September  are  indeed  remarkable.  Compared  with  the 
1919  average,  they  show  an  increase  of  1,550,000,000  francs  in  exports,  or  214  per 
cent,  while  imports  have  increased  only  232,000,000  francs,  or  9  per  cent.  Virtually 
the  whole  increase  in  imports  has  been  in  raw  materials,  while  the  expansion  in  ex- 
ports has  been  mainly  in  manufactures. 

Foreign  Trade  of  France  (1,000,000  francs) 
Monthly  average  Imports 

1913  702 

1919  2482 

1920  (nine  months)  2632 
1920  (Aug.   &  Sept.)  2714 

See  Federal  Reserve  Bulletin,  November,  1920,  p.  1205. 
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named  have  made  notable  progress  in  building  up  the  invaded  territo- 
ries. At  the  same  time,  our  exports  to  Europe  in  1920  (first  nine 
months)  fell  $560,000,000,  and  our  own  imports  therefrom  increased 
$538,000,000,  so  that  we  have  had  the  smallest  balance  with  Europe 
since  1916  ($2,306,000,000).  In  other  words,  European  foreign  trade 
this  past  year  would  seem  to  have  displayed  a  distinctly  wholesome 
and  hopeful  trend. 

The  crux  of  the  difference  between  Dr.  Anderson's  view  and  my  own, 
however,  is  to  be  found  in  the  analysis  of  the  British  trade  revival  since 
the  armistice.^®  There  can  be  no  doubt  that  taking  into  account  the 
remarkable  revival  of  British  exports,  and  also  British  foreign  invest- 

16  Great  Britain  is  the  only  European  belligerent  which  has  relaxed  its  gold  em- 
bargo. Of  our  total  import  of  gold  since  January  1,  1919  (to  November  10,  I9i0) 
amounting  to  $410,000,000,  $209,000,000,  or  over  one-half,  has  come  directly  from 
Great  Britain  (and  probably  $40,219,000  more  gold  imports  from  Hongkong  have 
been  on  British  account).  Approximately  $131,000,000  of  this  represents  receipts 
from  the  Reichsbank  for  foodstuffs  sold  by  the  United  States  to  the  German  gov- 
ernment, and  a  great  part  of  the  remainder  has  represented  merely  an  exchange 
operation,  the  result  of  our  ability  to  outbid  others  in  the  London  auction  rooms 
owing  to  the  greater  depreciation  of  sterling  here  than  elsewhere,  particularly  since 
last  winter;  so  that  the  actual  outflow  from  the  Bank  of  England  has  after  all 
been  small.  Yet  such  an  outflow  has  occurred  and  is  one  of  the  most  significant  in- 
dications yet  apparent  that  the  British  trade  situation  is  steadily  returning  to  nor- 
mal. Equally  convincing  have  been  the  trade  figures  of  the  past  year.  Distinct  im- 
provement was  noticeable  in  1919;  but  during  1920  (first  ten  months),  while  im- 
ports have  increased  £331,000,000,  or  25  per  cent,  this  has  been  more  than  offset  by 
a  remarkable  increase  of  exports,  amounting  to  £578,000,000,  or  78  per  cent  more 
than  in  1919.  Part  of  this  remarkable  increase  in  exports  has  of  course  been  the 
result  of  the  high  prices  of  the  first  half  of  the  year,  but  the  same  is  true  of  the 
imports.  Exports  have,  moreover,  shown  a  notable  increase  in  quantity,  also.  Ex- 
cluding coal  and  coke,  the  exports  increased  no  less  than  46  per  cent  over  the  1919 
period,  and  including  coal  and  coke  (which  have  declined  markedly  this  year)  the 
increase  has  been  33  per  cent.  It  is  interesting  to  recall  that  in  the  same  period 
our  own  quantity  exports  decreased  14  per  cent.  Great  Britain  also  has  normally 
a  large  excess  of  imports,  representing  interest  on  her  foreign  investments  (esti- 
mated by  Sir  George  Paish  to  have  been  about  $18,500,000,000  in  1913)  and  the  earn- 
ings of  her  merchant  marine.  Subtracting  reexports  from  both  sides  of  the  balance, 
the  excess  of  imports  in  1911-13  averaged  £134,000,000,  which  was  22  per  cent  of 
the  yearly  average  imports,  and  12  per  cent  of  the  average  total  trade.  In  1919  the 
excess  of  imports  was  £669,000,000,  which  was  46  per  cent  of  total  imports,  and  31 
per  cent  of  total  trade.  In  the  first  nine  months  of  1920,  the  excess  of  imports  was 
£314,000,000,  which  was  24  per  cent  of  the  total  imports  and  12  per  cent  of  the  total 
trade.  Taking  the  figures  for  the  last  four  months  available  (July  through  October) 
the  excess  of  imports  has  actually  fallen  below  the  prewar  proportions,  being  only 
13  per  cent  of  total  imports  and  7  per  cent  of  total  trade.  Here  is  proof  that 
British  trade,  though  still  falling  short  of  the  prewar  volume  figures  in  both  ex- 
ports and  imports,  has  regained  the  normal  relation  of  exports  to  imports,  and 
indeed  even  surpassed  it  in  recent  months. 
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raents  (still  estimated  by  Edgar  Crammond  at  $15,000,000,000)  and 
her  shipping  earnings,  Great  Britain  on  the  balance  of  long  and  short- 
time  indebtedness  is  stiU  the  world's  creditor.  As  Dr.  Anderson  has 
pointed  out,  however,  and  as  was  stated  in  my  own  article  of  last 
spring,^^  England  has  used  her  improved  position  in  foreign  trade  to 
assume  a  considerable  share  of  the  indebtedness  of  the  Continent  to  us, 
rather  than  to  pay  off  her  own  indebtedness  here.  This  is  indicated 
by  the  fact  that  New  York  banks  and  dealers  have  sold  to  London  in 
large  part  their  holdings  of  francs,  marks,  and  other  currencies;  and 
for  this  reason  sterling  has  probably  ruled  somewhat  lower  than  its  own 
merits  would  warrant  and  the  other  European  exchanges  somewhat 
higher.^^ 

But  to  conclude  the  analysis  of  these  sterling  operations  at  this  point 
is,  I  believe,  to  overlook  their  most  significant  aspect.  These  opera- 
tions represent  not  a  new  element  in  our  international  relations,  but 
the  revival  of  a  very  old  one.  They  indicate  that  in  spite  of  the  war 
Great  Britain  has  already  recovered  her  traditional  position  as  the 
world's  money  market;  and  Britain's  recovery  of  her  traditional  func- 
tion in  international  trade  is  the  very  best  evidence  that  triangular 
offsets  are  today  operating  upon  our  oztm  international  balance.  The 
fact  that  London  is  assuming  the  burden  of  other  countries,  the  fact 
that  New  York  bankers  are  converting  their  holdings  of  other  exchanges 
into  sterling  credits,  the  fact  that  we  have  had,  meanwhile,  an  adverse 
balance  with  non-European  countries  and  a  favorable  balance  with 
Europe — all  this  is  strikingly  reminiscent  of  prewar  conditions  and  pre- 
war practice.  Then,  as  now,  we  had  an  adverse  trade  balance  with 
non-European  countries,  while  we  had  an  excess  of  exports  to  Europe. 
These  individual  balances  had  no  significance,  however,  for  then,  as  now, 
we  converted  our  exports,  no  matter  to  what  country  sent,  into  ster- 
ling, and  with  London  credits  paid  off  our  adverse  balances  to  other 
parts  of  the  world. 

The  natural  assumption  is  that  we  are  today  continuing  this  prac- 
tice, that  we  are  to  a  large  extent  cancelling  our  debit  balances  with 

17  "The  Future  of  Our  Foreign  Trade,"  Review  of  Economic  Statistics,  April, 
1920,  p.  41. 

18  One  may  easily  exaggerate,  however,  the  eflfects  of  the  British  assumption  of 
other  countries'  burdens  upon  the  rate  of  sterling  exchange  in  this  market.  Our 
direct  trade  relations  with  Great  Britain  have  been  markedly  one-sided,  and  have 
constituted  the  major  portion  of  our  huge  balance  of  trade  in  the  last  six  years.  In 
the  last  two  years  of  the  war  our  trade  balance  with  Great  Britain  alone  showed 
an  excess  of  exports  amounting  to  $3,641,000,000,  or  51  per  cent  of  our  excess  of 
exports  with  the  world  as  a  whole,  and  since  January  1,  1919,  our  excess  ot  exports 
to  Great  Britain  has  been  $2,937,000,000,  which  is  also  51  per  cent  of  our  total 
balance  of  trade. 
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non-European  countries  by  means  of  London  credits.  If  this  is  not 
the  case,  one  is  faced  with  the  necessity  of  explaining  how  these  debit 
balances  have  been  disposed  of.  Are  we  to  assume  that  non-European 
countries  are  today  carrying  the  United  States  with  short-time  credits, 
as  we  have  been  carrying  Europe?  The  fact  that  since  the  armistice 
the  dollar  has  gone  to  a  premium  throughout  the  world  would  certainly 
not  bear  out  such  an  assumption. 

It  is  probable  that  the  practice  of  converting  other  currencies  into 
sterling  has  been  intensified  since  the  outbreak  of  the  war  by  the  ab- 
normal dislocations  and  disparities  in  exchange  rates  occasioned  by  the 
war,  which  have  greatly  increased  the  scope  and  volume  of  arbitrage 
transactions.^^  In  large  part  these  dealings  have  turned  upon  the  fact 
that  sterling  has  stood  higher  in  New  York  than  most  other  currencies. 
The  records  of  the  Division  of  Foreign  Exchange  of  the  Federal  Re- 
serve Board  are  illuminating  in  this  regard.  They  show  that  countries 
in  which  sterling  was  depreciated  sold  their  sterling  balances  for  dol- 
lars to  New  York,  where  sterling  during  the  period  of  the  pegging  oper- 
ations was  at  only  2  per  cent  discount,  and  with  the  dollar  proceeds 
either  bought  gold  for  export  or  converted  dollars  into  their  national 
currencies.  After  our  gold  embargo  went  into  effect  these  sales  of 
sterling  to  New  York  diminished  somewhat,  the  inability  to  purchase 
gold  for  export  reducing  the  profitableness  of  the  arbitrage,  but  even 
under  these  circumstances  the  volume  of  sterling  sales  in  New  York  by 
foreign  countries  was  very  considerable,  and  was  an  important  factor  in 
the  depression  of  the  dollar  in  certain  neutral  countries.  After  the 
lifting  of  the  embargo  in  June,  1919,  it  is  probable  that  these  sales  of 
sterling  by  neutral  countries  increased,  and  constituted  an  important 
factor  in  the  marked  fall  of  the  sterling  rate  which  set  in  at  that  time, 
as  well  as  in  the  heavy  outflow  of  our  gold  during  the  last  half  of  1919. 

On  the  other  hand,  countries  whose  exchanges  were  depreciated  here 
more  than  the  sterling  rate  would  find  a  profit  in  buying  sterling  bills 
in  this  market  and  in  effecting  their  payments  through  the  sterling 
medium.  The  records  of  the  Division  of  Foreign  Exchange  referred 
to  indicate  that  such  countries  bought  more  sterling  from  New  York 

19  On  the  arbitrage  transactions,  see  Annual  Report  of  the  Federal  Reserve  Board, 
1918,  pp.  51-56;  1919,  pp.  47-48.  Before  the  beginning  of  the  war  arbitrage  opera- 
tions were  practically  confined  to  the  three  principal  commercial  countries  of  Europe. 
Since  the  war  American  dealers  have  had  arbitrage  operations  with  practically  every 
commercial  country  in  the  world.  The  total  arbitrage  transactions  of  American 
dealers  from  February  20,  1918,  to  June  25,  1919,  were: 
Foreign   Exchanges   purchased   from   other   countries   by   the   U.   S.   $1,606,710,000 

Foreign  Exchanges  sold  to  other  countries  by  the  U.  S 1,296,454,000; 

of  this  total  of  $2,903,164,000,  $1,831,357,000,  or  63  per  cent  was  in  sterling  bills. 
Ibid.,  1919,  p.  48. 
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than  they  sold  to  it.  Though  these  records  do  not  extend  beyond  June 
25,  1919,  when  the  operations  of  the  Division  ceased,  there  is  no  ap- 
parent reason  why  this  practice  should  not  have  continued.  Among  the 
countries  indicated  by  the  records  as  making  net  purchases  of  sterling 
in  New  York  are  France  and  Italy.  It  is  interesting  to  note  the  para- 
doxical fact,  therefore,  that,  so  far  as  these  arbitrage  transactions  are 
concerned,  the  effect  of  the  French  and  Italian  operations  would  be  to 
raise  the  sterling  rate  in  New  York,  while  the  operations  of  the  neutrals 
would  be  to  depress  it. 

IV.  The  $100,000,000  Foreign  Trade  Financing  Corporation 
It  is  unnecessary  to  carry  further  this  brief  survey  of  European  con- 
ditions. What  it  indicates  is  that  the  foreign  trade  and  the  capacity 
to  produce,  not  merely  of  England  but  of  other  important  countries, 
have  distinctly  improved  during  the  past  year.  Though  affording  a 
brighter  prospect  for  the  future,  this  improvement  does  not,  of  course, 
alter  the  fact  that  our  bankers  and  exporters  are  today  burdened  with 
the  necessity  of  financing  our  trade  balance,  that  they  are  now  carrying 
some  $2,852,000,000  of  short-time  export  credits,  and  that  this  burden 
is  growing  heavier  from  month  to  month.  That  this  method  of  export- 
financing  is  an  unsound  and  temporary  makeshift,  which  cannot  be  car- 
ried much  farther,  is  generally  recognized.  Our  most  pressing  prob- 
lem today  is  to  relieve  the  banks  of  this  burden  and  provide  a  sound 
and  permanent  basis  for  a  large  and  beneficial  foreign  trade. 

I  am  in  hearty  accord  with  the  decision  of  the  government  to  with- 
draw from  export  financing.  I  see  no  valid  grounds  for  the  recent  sug- 
gestions to  revamp  governmental  war-time  agencies  to  serve  in  times  of 
peace.  Such  action  could  be  of  but  temporary  effect,  and  our  situa- 
tion demands  a  permanent  trade  financing  mechanism.  Moreover,  the 
revival  of  governmental  agencies  would  be  in  danger  of  prolonging  the 
transition  to  more  normal  conditions.  We  must  not  forget  that  since 
the  government  ceased  its  credit  advances  to  the  Allies  in  June,  1919, 
and  removed  the  various  war-time  restrictions  upon  foreign  commerce, 
there  has  in  fact  been  a  very  sensible  trend  toward  a  more  normal  trade 
balance.  Down  to  last  September  the  gap  between  exports  and  im- 
ports was  being  steadily  cut  down.  That  this  process  did  not  involve 
a  positive  decline  in  value  of  exports,  we  have  seen  to  be  due  entirely 
to  the  continued  rise  of  prices  down  to  last  May.  The  quantity  figures 
show  a  distinct  decline.  If  our  export  balance  can  not  be  financed  in 
any  other  way  than  by  extensions  of  short-time  credit,  whether  these 
be  made  by  the  government  or  by  banks,  it  is  better  that  this  decline 
of  our  exports  should  continue.  There  is  little  to  be  gained  and  much 
to  be  lost  by  indefinite  continuance  of  a  policy  of  paying  for  our  ex- 
ports out  of  our  own  pockets. 
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A  method  of  trade  financing  which  offers  a  satisfactory  permanent 
basis  for  the  continuance  of  a  large  and  beneficial  foreign  trade  is  that 
provided  by  the  Edge  Act.  And  the  most  significant  event  relating  to 
foreign  trade  since  the  armistice  is  the  recent  decision  to  establish  a 
$100,000,000  foreign  trade  financing  corporation  under  that  act. 
There  is  not  space  to  outline  in  detail  the  machinery  provided  by  the 
Edge  Act.  In  effect,  the  plan  is  to  finance  exports  by  the  sale  to 
American  investors  of  the  debentures  (up  to  a  maximum  of  $1,000,- 
000,000)  of  the  trade  financing  corporation,  which  debentures  shall  be 
secured  by  the  rehypothecation  of  foreign  securities  delivered  as  col- 
lateral to  the  corporation  by  the  foreign  importers  of  our  products. 
This  plan  has  two  advantages.  It  provides  a  means  of  supplanting 
short-time  credits  by  long-time  credits.  In  other  words,  it  provides  a 
method  of  accomplishing  what  we  have  seen,  in  the  earlier  portions  of 
this  paper,  to  be  the  only  sound  and  effective  basis  for  a  permanently 
large  and  beneficial  outflow  of  exports  and  the  only  means  whereby  the 
overturn  of  our  trade  balance  can  be  postponed  beyond  a  brief  period 
— an  outflow  of  American  investments.  In  the  second  place,  it  removes 
the  chief  obstacle  which  in  the  past  has  largely  prevented  such  an 
outflow — the  hesitancy  of  the  American  investor,  born  of  lack  of  famili- 
arity with  foreign  conditions.  Under  this  plan  Americans  will  be  asked 
to  invest  in  the  bonds  of  an  American  corporation,  with  which  they 
are  thoroughly  acquainted  and  which  has  the  active  participation  and 
support  of  our  leading  bankers  throughout  the  country. 

This  mechanism  is  not  unfamiliar  or  untried.  It  is  the  mechanism 
of  the  British,  Scotch,  Swiss,  and  other  European  investment  trusts, 
which  have  been  operated  successfully  since  the  third  quarter  of  the  last 
century.  It  is  very  similar  to  the  method  which  has  been  employed  in 
the  United  States  in  some  lines  of  domestic  trade.  American  electrical 
manufacturers,  for  example,  have  for  many  years  sold  equipment  to 
street  railway  companies  who  could  pay  for  it  only  with  their  corporate 
bonds  maturing  after  a  number  of  years.  The  manufacturers  have 
maintained  subsidiary  companies  which  have  taken  street  railway  bonds, 
and  deposited  them  with  a  trust  company  under  a  trust  agreement  to 
secure  an  issue  of  the  subsidiaries'  own  notes,  which  the  subsidiaries  have 
then  sold  to  corporations  and  individuals  for  permanent  investment. 
For  a  different  purpose,  it  has  been  employed,  in  one  instance,  in  our 
foreign  trade.  On  August  1,  1916,  the  American  Foreign  Securities 
Company,  incorporated  by  a  group  of  American  bankers,  made  a  three 
year  loan  of  $100,000,000  to  the  French  government,  secured  by  a  de- 
posit as  collateral  by  France  of  $120,000,000  of  securities.  These  se- 
curities the  company  rehypothecated  with  a  New  York  bank  under  a 
trust  agreement  to  secure  $94,500,000  of  the  Company's  own  three  year 
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5  per  cent  notes,  which  notes  the  Company  then  offered  to  the  public. 
That  the  operation  was  profitable  is  indicated  by  the  fact  that  the  com- 
pany paid  dividends  throughout  the  three  year  period  averaging  more 
than  8  per  cent  upon  its  $10,000,000  of  capital  stock.^" 

In  establishing  foreign  financing  corporations  under  the  Edge  Act 
we  should  bear  in  mind  two  fundamental  considerations.  The  first  is 
that  in  the  long  run  such  corporations  will  render  most  effective  ser- 
vice not  in  financing  our  trade  with  Europe  but  with  other  parts  of  the 
world.  It  is  true  that  the  European  trade  is  today  most  in  need  of  a 
sound  financing  mechanism.  The  present  unsatisfactory  state  of  our 
European  trade,  however,  is  but  temporary,  whereas  the  need  for  for- 
eign investment  to  support  foreign  trade  will  be  permanent  and  grow- 
ing. And  the  avenues  of  trade  expansion  will  not  be  European.  On 
the  future  trend  of  American  foreign  trade  the  tendencies  of  prewar 
trade  furnish  unmistakable  evidence.  From  1900  to  1914  the  propor- 
tion of  our  European  trade  to  total  trade  steadily  diminished,  the  de- 
cline being  most  marked  in  exports.  Our  trade  with  non-European 
countries  expanded,  the  most  marked  increase  being  in  trade  with 
Canada  and  other  North  American  countries.  In  the  early  years  of 
the  war  exports  to  Europe  expanded  enormously,  but  the  proportion 
fell  off  rapidly  and  in  1918,  before  the  war  was  over,  was  only  slightly 
larger  than  in  1914.  Since  the  war,  particularly  in  the  past  year,  this 
process  has  gone  farther.^^  The  percentage  of  exports  to  Europe  iias 
diminished  rapidly,  reaching  the  lowest  figure  in  our  history,  while  ex- 
ports to  North  America,  South  America,  and  Asia  have  greatly  ex- 
panded, and  reached  new  high  marks.  Similarly,  the  remarkable  in- 
crease in  our  imports  since  the  armistice  has  been  chiefly  from  non- 
European  countries. 

The  prewar  tendencies  in  character  of  trade  throw  further  light  on 
the  geographical  distribution.     The  broad  tendencies  were : 

1.  The  decline  of  exports  of  foodstuffs  and  the  growth  of  imports. 

2.  The  marked  increase,  absolutely  and  relatively,  of  exports  of 
manufactures,  and  the  more  moderate  decline  in  relative  importance  of 
imports  of  manufactures. 

3.  The  increasing  importance  of  raw  materials,  particularly  in  im- 
ports." 

20  For  brief  accounts  of  foreign  investment  trusts  and  of  American  analogies  sec 
the  Federal  Reserve  Bulletin,  November,  1920,  pp.  1168-74;  and  "Foreign  Financing 
Under  the  Edge  Act,"  Guaranty  Trust  Company  of  New  York,  1919, 

21  Percentage  of  Exports  to   Europe,  1918 — 63  per  cent. 

First  9  months  1920 — 54  per  cent. 

22  In  other  words,  we  were  passing  from  the  "young  country"  agricultural-extrac- 
tive stage  to  the  industrial  stage.  We  were  barely  self- feeding.  Imports  of  crude 
foodstuffs  surpassed  exports  in  each  year  from  1909  to  1914  and  total  food  imports 
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The  change  from  the  agricultural-extractive  to  the  industrial  stage 
in  our  foreign  trade  is  proceeding  steadily  and  rapidly.  It  means  three 
things.  It  means  that  an  outflow  of  foreign  investment  is  the  logical 
expectation.  That  is  shown  by  the  experience  of  the  other  leading  in- 
dustrial nations.  It  means  that  in  the  long  run  this  outflow  will  serve 
to  finance  the  expansion  of  our  trade  primarily  with  the  non-European 
world.  The  experience  of  other  industrial  nations  indicates  that  this 
outflow  will  go  mainly  to  the  relatively  young  and  undeveloped  coun- 
tries and  wiU  be  closely  allied  with  foreign  trade  expansion,  in  both  ex- 
ports and  imports.  And,  finally,  it  indicates  unmistakably  that  our 
capital,  whether  provided  by  corporations  under  the  Edge  Act  or  by 
any  other  process,  will  in  the  long  run  be  used  primarily  to  finance 
not  exports  of  agricultural  products  but  of  manufactures.  The  present 
emphasis  upon  financing  agricultural  exports  is  but  a  temporary 
phase,  due  to  the  sudden  drop  of  our  price  level,  which  has  hit  agri- 
cultural interests  hardest.'^ 

surpassed  food  exports  in  191;^  and  1914,  Excluding  cotton,  exports  of  raw  ma- 
terials were  declining  in  importance,  and  imports  were  growing  rapidly,  to  feed 
our  expanding  industries.  The  war  caused  a  slighter  change  in  these  proportions 
than  appears  at  first  glance.  The  chief  change  was  the  abnormal  outflow  of  food 
products  to  Europe;  but  food  exports  at  no  stage  of  the  war  exceeded  in  volume 
the  figures  of  1899,  and  in  the  past  year  food  exports  have  markedly  declined.* 
Meantime  the  expansion  of  manufactures  has  continued.  The  percentage  of  manu- 
factures to  total  exports  was  in  1900,  40  per  cent;  in  1914,  47  per  cent;  and  in 
1920  (nine  months),  51  per  cent. 
*  Percentage  of  food  exports  to  total  exports: 
1914  17  per  cent. 

1919  (9  mos.)  36     " 

1920  (9     "     )  25     " 

23  In  conclusion,  it  must  be  repeated  that  the  logical  ultimate  outcome  of  our 
altered  international  position  as  a  result  of  the  war  must  be  an  overturn  of  our 
trade  balance.  This  does  not  imply  a  reduction  of  exports.  Foreign  investment 
will  sustain  a  large  export  trade.  It  will  not,  however,  prevent  the  overturn  of  the 
trade  balance,  though  it  is  likely  to  postpone  it  for  a  time.  The  remarkable  growth 
of  imports,  in  quantity  as  well  as  value,  down  to  last  September,  indicates  that  the 
overturn  is  likely  to  come  quite  as  much  by  a  process  of  imports  growing  up  to 
exports  as  by  a  decline  of  exports.  The  growth  of  imports  is,  of  course,  desirable 
as  well  as  logical.  We  cannot  forget  that  foreign  trade  must  be  reciprocal,  and 
rests  ultimately  upon  the  payment  for  goods  with  goods.  A  tariff-raising  policy, 
therefore,  would  be  at  this  time  a  mistake. 

Though  we  shall  doubtless  succeed  in  maintaining  a  foreign  trade  substantially 
larger  than  in  prewar  years,  there  will  be,  of  course,  with  the  fall  of  prices,  some 
decline  in  the  value  figures.  That  decline  has  already  set  in  in  the  import  trade, 
becoming  marked  last  September.  It  was  due  primarily  to  the  fall  of  prices  in 
the  foreign  coimtries  supplying  the  bulk  of  our  imports  (particularly  in  sugar,  wool, 
coffee,  hides,  tea,  silk,  and  other  raw  materials),  coupled  with  the  depression  in  this 
market  induced  by  the  fall  of  the  domestic  price  level.  That  a  corresponding  drop 
has  not  occurred  in  exports  is  ascribable  mainly  to  the  fact  that  the  harvest  exports 
have  been  going  forward. 
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THE  FOREIGN  TRADE  BALANCE  OF  THE  UNITED  STATES- 
DISCUSSION 

B.  M.  Anderson,  Jr. — With  very  much  of  Professor  Williams'  admirable 
paper  I  am  in  accord.  The  time  limit  compels  me  to  confine  myself  chiefly 
to  the  points  on  which  I  dissent.  The  chief  differences  between  Professor 
Williams'  figures  presented  in  his  paper  and  those  which  I  presented  in  the 
Chase  Economic  Bulletin  of  October  5,  to  which  he  has  referred,  grow  out 
of  differences  in  methods  and  assumptions  rather  than  differences  in  sources 
of  information.  He  and  I  have  checked  up  roughly,  and  find  ourselves  in 
general  agreement  regarding  the  main  items:  indeed,  I  have  borrowed  cer- 
tain of  my  figures  from  his  earlier  balance  sheet,  and  he  has  taken  one  or 
two  from  mine. 

The  chief  difference  in  assumptions  hinges  on  one  point:  he  affirms,  and 
I  deny,  that  our  balance  with  the  world  as  a  whole  is  the  same  as  our  bal- 
ance with  Europe.  His  assumption  is  that  Europe's  current  debts  to  us 
are  offset  by  our  current  debts  to  the  non-European  world — that  Asia  and 
South  America,  etc.,  have  been  sending  us  goods  to  pay  for  our  shipments 
to  Europe.  I  deny  this,  maintaining  that  Europe  is  in  debt  on  current 
items  to  the  rest  of  the  non-European  world  also  and  that,  by  and  large, 
she  has  no  current  net  credits  in  the  outside  world  against  which  she  could 
draw.  Professor  Williams  maintains,  and  I  deny,  that  the  old  triangular 
arrangements  still  hold.  He  maintains  that  the  triangle  of  credit  still  con- 
tinues. I  maintain  that  the  breaking  of  the  triangle  in  the  shipment  of  goods 
has  also  broken  the  triangle  in  the  transfer  of  credits.  In  the  shipment  of 
goods,  the  triangle  has  been  broken  by  the  war.  The  non-European  world 
has  sent  an  excess  of  goods  to  us;  we  have  sent  an  excess  of  goods  to  Eu- 
rope; but  the  third  side  of  the  triangle,  the  shipment  of  an  excess  of  goods 
from  Europe  to  the  non-European  world  outside  of  America,  has  dropped 
out. 

Professor  Williams  states  that  there  is  no  difference  in  theory  between 
us  on  this  point,  but  that  the  question  is  one  of  fact  merely  and  that  the 
burden  of  proof  is  upon  me. 

I  do  not  know  why  he  should  say  this.  I  think  that  the  facts  are  so  no- 
torious that  I  may  ask  the  court  to  take  "judicial  notice"  of  them.  Europe 
has  been  at  war.  The  war  has  consumed  the  energies  of  European  neutrals 
and  belligerents  alike.  All  of  them  have  bought  on  credit  all  they  could 
from  the  outside  world,  and  have  sold  very  little  to  the  outside  world,  for 
six  years. 

Professor  Williams  calls  attention  to  the  great  excess  of  goods  which  has' 
come  to  us  from  the  non-European  world  since  the  first  of  January,  1919, 
and  asks  how  we  have  paid  for  it  unless  by  drawing  on  our  European  credits. 
I  think  this  question  can  be  answered  very  simply.  We  have  paid  for  it 
with  gold,  with  silver,  and  with  Federal  Reserve  notes  chiefly,  though  we 
have  also  piled  up  some  debts  in  the  non-European  world,  represented  in 
part  by  bank  balances  which  outside  countries  hold  in  our  banks.  Our  ex- 
cess shipments  of  gold  and  silver  alone  fill  most  of  the  gap,  as  the  follow- 
ing table  reveals: 
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Gold  and  Silver  Shipsients  Included 

(000,000  omitted) 


Exports 

Imports 

Balance 

Commodities 
1919 
1920  (11  mos.) 

2,734 
3,429 

3,154 
3,853 

—420 
—424 

257 
224 

Total 

Gold 
1919 
1920  (To  12/20) 

6,163 

329 
321 

650 

212 
106 

7,007 

72 
97 

—844  Unfavor- 
able 

Total 

Silver 
1919 
1920  (To  12/20) 

169 

89 

86 

175 

123 
20 

481  Favor- 
able 

Total 

318 

143   Favor- 
able 

Grand  Total 

7,131 

7,351 

—220  Unfavor- 
able 
Balance 

Of  the  $844,000,000  adverse  commodity  balance  of  trade  with  the  non- 
European  world  from  January  1,  1919,  to  December  1,  1920,  only  $220,- 
000,000  remain  when  our  balance  on  gold  and  silver  shipments  is  deducted. 
This  $220,000,000  is  reduced  further  by  not  less  than  $103,000,000  by 
shipments  of  Federal  Reserve  notes  from  the  United  States  to  Cuba  be- 
tween January  1,  1920,  and  October  20,  1920,  as  indicated  in  the  Federal 
Reserve  Bulletin  of  November,  1920,  page  1164.  (My  information  is  that 
this  article  was  written  about  October  20).  More  recent  information  from 
banking  circles  in  New  York  would  indicate  that  still  further  large  ship- 
ments of  Federal  Reserve  notes  have  gone  to  Cuba  since  the  Federal  Reserve 
Bulletin  article  was  written,  while  a  good  deal  went  in  1919.  Some  millions 
of  Federal  Reserve  notes  also  have  gone  to  some  other  countries.  Federal 
Reserve  notes  circulate  more  or  less  as  currency  in  some  of  the  northern  por- 
tions of  South  America,  in  Santo  Domingo  and  Hayti,  and  in  some  other 
places.  It  appears,  also,  that  the  amount  of  American  currency  held  in  the 
Argentine  and  in  Brazil  has  increased  by  possibly  a  million  dollars  in  the 
period  that  we  are  discussing. 

Closer  analysis  still  will  show  that,  when  we  leave  Cuba  out  of  account, 
we  have  more  than  paid  for  our  excess  of  imports  to  the  non-European  world 
with  actual  gold  and  silver.  Our  adverse  balance  with  Cuba  for  the  twenty- 
three  months  ending  December  1  was  $382,000,000.  This,  deducted  from 
the  $844,000,000  adverse  balance  with  the  non-European  world  as  a  whole, 
reduces  our  adverse  balance  with  the  rest  of  the  world  to  $462,000,000.  Our 
favorable  gold  and  silver  balance  with  these  countries,  however,  was  $624,- 
000,000,  so  that  we  have  sent  to  the  non-European  world,  excluding  Cuba, 
$122,000,000  more  in  gold  and  silver  during  this  period  than  we  needed  to 
send  them  to  pay  for  our  balance  in  goods  for  the  same  period.     (Our  gold 
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and  silver  dealings  with  Cuba  during  this  period  were  negligible.)  Leav- 
ing out  Cuba,  therefore,  there  is  no  balance  to  account  for.  I  do  not  know 
what  basis  Professor  Williams  could  find  for  maintaining  that  Cuba  has  been 
paying  Europe's  debts  to  us  by  shipments  of  sugar  here.  Cuba  was  not  in- 
debted to  Europe  for  goods  during  this  period,  and  I  have  found  no  reason 
to  believe  that  Cuba  has  extended  any  appreciable  amount  of  credit  to 
Europe  to  be  used  in  making  payments  here. 

Close  contact  for  the  past  two  years  with  the  actual  trading  in  foreign 
exchange,  moreover,  makes  me  question  very  many  of  Professor  Williams' 
contentions.  We  have  net  paid  for  goods  in  South  America  with  sterling  on 
a  large  scale;  probably  three  fourths  of  our  dealings  with  South  American 
countries  in  the  period  under  discussion  has  been  in  terms  of  dollars  rather 
than  of  sterling. 

We  have  not  bought  rupees  in  London  on  a  great  scale  for  paying  rupee 
obligations  in  India.  It  has  been  hard  to  get  rupees  in  London;  occasion- 
ally one  could  get  "Council  Bills"  there,  but,  in  general,  it  has  been  far 
easier  to  buy  rupees  in  New  York  than  it  has  in  London.  Two  or  three 
institutions  in  New  York  have  been  selling  rupees  on  a  much  larger  scale 
than  London  has.  We  have  even  been  able  to  force  the  use  of  dollars  on 
Australia  and  South  Africa  in  increasing  measure,  particularly  in  the  last 
six  months.  Since  the  drastic  decline  in  rupees,  there  has  been  an  in- 
creased use  of  sterling  for  payments  in  India,  but  the  magnitudes  have 
not  been  very  great.  Our  dealings  with  Europe,  outside  of  Great  Britain, 
have  been  very  largely  on  the  dollar  basis,  and  with  Britain  herself  the 
use  of  dollars  has  greatly  increased.  Our  dealings  with  Egypt  have  been 
in  large  measure  on  the  dollar  basis;  and  with  Asia,  excluding  India  and 
Japan,  there  has  been  little  sterling  used,  and  a  very  large  amount  of  dol- 
lars has  been  used,  for  the  past  four  years.  There  has  been  little  use  of 
sterling  in  payments  to  Japan :  the  yen  has  been  the  chief  basis  for  transac- 
tions there.  On  the  whole,  non-European  countries  have  been  sellers  of 
sterling  to  us,  rather  than  buyers  of  sterling  from  us.  The  New  York 
exchange  market  has  been  a  better  market  in  which  to  sell  sterling  than  the 
market  in  Buenos  Ayres  or  in  several  other  non-European  centers  jvhere  1 
have  been  able  to  feel  the  currents  of  exchange  trading. 

These  are,  in  part,  impressions,  rather  than  statements  which  I  make 
with  full  knowledge  of  the  market.  I  have,  however,  checked  them  by 
talking  with  several  men  who  deal  in  foreign  exchange.  There  is  not  unani- 
mity about  all  these  points.  Different  banks  have  partially  different  ex- 
periences.    But  I  think  these  statements  are  approximately  correct. 

There  has,  then,  not  been  a  restoration  of  normal  credit  relations,  and 
London  is  not  occupying  its  normal  position  as  the  intermediary  in  world 
commerce.  There  has,  rather,  been  the  effort  on  the  part  of  London  to  re- 
sume its  normal  place  under  abnormal  conditions,  with  the  result  of  a  ter- 
rible expansion  of  the  discounts  and  advances  of  British  banks  (amounting 
to  41  per  cent  from  June  30,  1919,  to  June  30,  1920),  and  an  increasingly 
difficult  position  for  London.  I  think,  on  the  whole,  that,  if  all  these  cur- 
rent items  could  be  checked  up,  Europe's  current  debt  to  us  would  be  in- 
creased rather  than  diminished  by  taking  into  account  (1)  Europe's  rela- 
tions with  the  non-European  world  and  (2)  our  relations  with  the  non- 
European  world.  I  am  told  that  banks  in  the  Far  East  have  transferred 
balances  of  $200,000,000  net  from  London  to  the  United  States  since  the 
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armistice,  increasing,  of  course,  the  pressure  on  sterling  in  the  process. 
Gold  has  at  times  gone  out  of  the  United  States  on  British  account. 

In  general,  there  is  no  reason  for  supposing  that  any  non-European  coun- 
try, except  the  United  States,  has  been  in  the  position  to  extend  larger  cred- 
its to  Europe  in  proportion  to  its  trade  relations  than  have  the  United  States. 
It  is  highly  probable  that  Europe  has  drawn  on  us  to  pay  her  debts  to  the 
non-European  world  to  a  greater  extent  that  she  has  drawn  on  the  non- 
European  world  to  pay  her  debts  to  us. 

Professor  Williams  shifts  the  issue  when  he  says  that  I  ought  to  try  to 
work  out  our  relations  with  the  European  belligerents  alone.  This  might 
be  interesting  for  some  purposes,  but  it  would  not  reveal  our  balance  xvith 
Europe,  which  is  what  my  figures  are  designed  to  do. 

I  took  account  of  the  credits  which  neutrals  had  with  ns  on  January  1, 
1919.  I  knew  that  Scandinavian  countries  and  some  other  neutrals  had 
large  balances  in  New  York  banks.  I  credited  all  of  that  to  Europe.  All 
Europe  has  been  tied  together  financially.  Spain's  investments  in  marks  are 
very  heavy.  This  is  true  also  of  Holland,  the  Scandinavian  countries,  Bel- 
gium, Britain,  and  France.  Belgium  and  France  are  so  closely  tied  to- 
gether financially  that  Belgium  francs  and  French  francs  move  up  and  down 
together,  despite  the  fact  that  Belgium's  position,  both  financially  and  in- 
dustrially, is  much  better  than  that  of  France,  All  the  European  exchanges, 
except  Swiss  exchange,  are  at  a  heavy  discount  in  this  country.  Denmark 
and  Holland  have  been  buying  goods  here  to  ship  to  Germany,  and  the 
financing  of  imports  by  the  Continental  neutrals  has  been  largely  through 
London  in  much  the  same  way  that  the  financing  of  our  exports  to  the  Con- 
tinental belligerents  has  been.  Sterling,  despite  its  decline  in  New  York, 
has  gained  greatly,  relatively  to  the  European  neutral  exchanges,  in  the  past 
18  months. 

I  regard  Professor  Williams'  first  point,  then,  as  invalid,  and  his  second 
point  as  irrelevant. 

The  first  published  statement,  so  far  as  I  know,  regarding  the  peculiar 
position  of  London  and  of  sterling  exchange  was  contained  in  Commerce 
Monthly  (a  journal  with  which  I  was  at  the  time  associated)  of  January, 
1920  (issued  December  25,  1919),  page  19.  The  statement  follows:  "The 
severe  decline  of  sterling  exchange  probably  reflects  not  simply  the  adverse 
trade  position  of  the  United  Kingdom  itself,  but,  in  addition,  the  pressure 
of  the  burden,  which  London  is  carrying,  of  a  good  portion  of  the  entire 
floating  indebtedness  of  the  other  European  countries  to  the  United  States. 
Our  exports  to  the  several  countries  of  Europe  in  good  part  have  been  made 
either  against  sterling  bills  or  against  other  currencies  which  have  been  con- 
verted, by  sale,  into  sterling.  While  this  is  the  natural  consequence  of  Lon- 
don's position  as  the  most  important  market  for  international  exchange,  it 
has  accentuated  the  fall  of  sterling  in  our  markets." 

Professor  Williams  agrees  with  this  view,  but  suggests  that  I  may  have 
exaggerated  in  my  article  in  the  Chase  Economic  Bulletin  the  extent  of  it, 
because  much  of  our  huge  trade  balance  is  directly  with  England.  This  is, 
however,  a  point  which  I  had  myself  made.  Part  of  London's  burden  grows 
out  of  the  fact  that  she  has  been  buying  from  us  for  cash,  but  selling  to  the 
Continent  on  time.  Professor  Williams  thinks  that  the  extent  to  which  she 
has  bought  from  us  to  sell  to  the  Continent  cannot  be  as  great  as  I  would 
hold  because   British   figures    for  reexports   are   not  exceedingly  large.      I 
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should  maintain  that  the  figures  for  reexports  do  not  tell  the  story.  Britain 
has  bought  raw  materials  from  us  for  cash,  which  she  has  worked  up  and 
sent  to  the  Continent.  These  do  not  appear  as  reexports.  Moreover,  she 
has  been  able  to  send  British  products  of  various  kinds  to  the  Continent  be- 
cause of  her  ability  to  get  similar  products  or  substitutes  from  us. 

I  am  not  impressed  by  the  figures  which  Professor  Williams  refers  to, 
designed  to  show  that  our  exports  represent  merely  increase  in  prices  and 
not  in  physical  quantities.  Statistics  have  been  offered  reducing  exports  to 
a  common  physical  unit,  the  pound  avoirdupois,  which  indicate  this.  Such 
figures  fail  to  take  account,  however,  of  the  great  change  in  the  character 
of  our  exports.  We  have  sent  out  an  increasing  proportion  of  finished  and 
even  highly  finished  products  and  a  greatly  reduced  proportion  of  bulky 
products  of  low  value  and  great  weight.  This  was  especially  true  during 
the  war,  when  shipping  space  had  to  be  economized  and  only  the  most  highly 
concentrated  forms  of  products  could  find  ship-room. 

Two  pounds  of  alcohol  are  evaporated  in  making  a  pound  of  smokeless 
powder.  In  economic  essence  the  alcohol  is  exported  in  the  smokeless  pow- 
der— but  it  doesn't  get  into  the  statistics  of  pounds  of  goods  exported.  We 
need  a  subtler  physical  unit  than  the  pound  avoirdupois  before  such  a  com- 
putation is  of  value.  If  it  could  be  handled,  a  unit  based  on  a  day's  labor 
would  be  better.  The  significant  thing  is  the  drain  which  the  export  bal- 
ance has  made  on  our  labor  and  resources.  Many  items  have  not  got  into 
the  export  figures.  Thus  exports  had  to  be  rushed  out  at  high  speed  during 
the  war — an  extra  economic  service,  not  easily  subjected  to  statistical  meas- 
urement, but  one  which  involved  much  labor  and  much  friction  and  waste. 
The  figures  for  trinitrotoluol  exported — themselves  very  incomplete  be- 
cause so  much  of  this  went  in  Government  vessels — do  not  include  our  losses 
through  explosions  at  the  Tennessee  Copper  Company's  plant  and  elsewhere. 
The  ships  we  built  are  not  included  nor  our  war  activities  in  general. 

The  same  criticism  applies  to  figures  based  on  a  selected  set  of  exports 
taken  at  1913  prices,  and  taken  as  representative  of  exports  in  general. 
Such  figures  have  been  offered  as  showing  that  the  physical  exports  have 
increased  only  moderately.  These  figures  again,  however,  make  no  allow- 
ance for  the  changed  character  of  our  exports.  The  elements  that  enter  into 
them  are  all  elements  which  were  important  enough  to  be  separately  listed 
in  the  figures  of  1913  and  many  of  the  most  important  wartime  exports  are 
not  entered  at  all.  Moreover,  no  change  is  made  in  the  weighting  of  these 
elements  as  the  years  go  on.     The  1913  weights  are  continued. 

There  is  not  time  for  full  discussion  of  the  Quantity  Theory  or  for  the 
strange  view  that  high  prices  are  adequately  explained  by  the  volume  of  de- 
posits and  money  in  circulation  and  have  no  reference  to  the  export  and 
import  situation.  I  do  not  see  how  anybody  can  find  confirmation  of  the 
Quantity  Theory  in  the  events  of  the  last  eleven  months.  Prices  have 
dropped  something  like  40  per  cent  on  Bradstreet's  Index  Number  from  the 
first  of  February,  1920,  to  the  first  of  January,  1921,  despite  the  fact  that 
the  volume  of  money  in  circulation  and  the  volume  of  deposits  subject  to 
check  have  increased  in  that  period.  On  the  other  hand,  while  the  whole 
of  this  price  change  is  not  to  be  explained  simply  by  reference  to  the  ex- 
port and  import  situation,  it  is  very  clear  that  that  has  been  an  enormous 
factor.  During  the  latter  part  of  1919  and  throuffh  September  of  1920  there 
came  a  great  increase  in  our  imports  from  non-European  countries  of  raw 
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materials.  Our  export  balance,  which  had  been  $625,000,000  in  June,  1919, 
dropped  to  about  one  tenth  that,  namely,  $65,000,000  in  August  of  1920. 
The  imports  of  raw  materials  broke  the  prices  of  raw  materials  in  many  cases 
far  below  prewar  figures.  The  collapse  had  gone  so  far  by  October,  1920, 
that  such  imports  were  drastically  checked.  Meanwhile,  exports  of  farm 
products,  notably  meats,  M'ere  much  reduced,  and  their  prices  broke  heavily. 
The  collapse  in  these  markets  cut  under  the  buying  power  of  large  elements 
of  the  population,  and  the  whole  price  fabric  crumbled. 

Professor  Williams  and  I  are  agreed  that,  whether  the  exact  amount  of 
Europe's  unfunded  debt  to  private  creditors  in  this  country  is  in  the  neigh- 
borhood of  $3,000,000,000  or  in  the  neigliborhood  of  $4,000,000,000,  it  is,  in 
any  case,  too  large.  We  are  agreed  that  investors'  money,  rather  than  bank 
money  or  the  working  capital  of  business  enterprises,  must  be  called  upon 
to  finance  future  export  balances.  We  both  agree,  I  take  it,  that  the  bal- 
ance of  trade  must  be  greatly  reduced  in  the  near  future  whether  it  dis- 
appears or  not. 

I  am  not  sure  that  we  are  in  full  agreement  as  to  the  motives  which  should 
govern  our  efforts  to  get  investors'  money  for  continuing  an  export  balance 
with  Europe.  In  my  view,  the  critical  problem  is  Europe's  need  and  not 
our  own  need  for  markets.  By  proper  readjustment  in  our  industries  and 
our  prices  we  can  consume  at  home  as  much  as  we  produce.  But  we  must 
rehabilitate  Europe.  This  means  that  we  must  find  money — investors' 
money — to  get  over  to  Europe  the  goods  that  she  really  needs.  But  merely 
finding  money  is  not  enough.  Europe  has  had  many  billions  from  us  since 
the  armistice,  and  they  have  done  her  very  little  good.  She  has  taken  an 
appalling  proportion  of  finished  manufactures  ready  for  consumption  which 
she  ought  to  have  produced  herself.  She  has  taken  an  appallingly  small 
proportion  of  her  exports  from  us  in  the  form  of  raw  materials  which  she 
could  work  up.  We  should  accompany  the  money  by  control  over  Europe's 
buying  in  such  a  way  as  to  get  her  the  things  that  will  really  help  her. 

Raleigh  S.  Rife. — Professor  Williams'  paper  is  a  very  interesting  and 
suggestive  study  of  the  trade  balance  of  the  United  States  since  the  armi- 
stice. Professor  Williams  reaches  the  conclusion  that  the  trade  balance  has 
been  unsoundly  financed  to  the  extent  that  there  are  outstanding  short-term 
unfunded  banking  credits  to  an  amount  approximately  of  $3,000,000,000. 
While  Mr.  Anderson  is  in  practical  agreement  with  Professor  Williams  in 
regard  to  the  amount  of  unfunded  credit  outstanding,  I  wish  to  state  at  the 
outset  that  I  am  not  in  agreement  with  the  position  taken. 

Since  the  armistice  the  banks  of  the  country,  while  desirous  of  serving  the 
needs  of  the  business  community,  have  not  encouraged  their  clients  in  indis- 
criminate extension  of  credit  to  European  buyers.  Many  instances  might 
be  cited  during  the  last  18  months  where  exporters  have  been  discouraged 
against  taking  in  payment  of  goods  short-time  Treasury  bills  of  various 
European  governments.  The  banks  have  been  guided  by  the  principle  that 
the  credit  of  any  foreign  government  would  be  materially  impaired  by  in- 
discriminate issuance  of  Treasury  bills.  The  banks  have,  of  course,  fol- 
lowed their  normal  procedure  of  issuing  90  to  120  day  acceptances  and 
short-term  credits  of  this  character,  to  be  covered,  of  course,  by  payments 
at  the  time  of  maturity.  While  there  are  instances  of  unusual  extension  of 
credit  on  the  part  of  our  business  men  to  foreign  purchasers,  I  do  not  be- 
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lieve  as  a  matter  of  principle  that  they  have  been  overzealous  in  such  ex- 
tensions of  credit. 

Our  statistical  information  is  not  sufficiently  complete  to  enable  an  ap- 
proximation of  all  the  invisible  items  that  enter  into  the  payment  of  the 
balance  of  trade  of  our  country.  It  is  quite  generally  known  that  the  Ameri- 
can public  has  been  a  heavy  purchaser  of  foreign  exchange  because  of  the 
speculative  opportunities  for  profits.  Further,  Americans  have  been  heavy 
purchasers  of  internal  bonds  of  many  European  countries.  A  considerable 
amount  of  foreign  securities  has  been  transferred  to  the  American  market. 
In  this  instance,  reference  is  made  to  Japanese  sterling  bonds,  Argentine 
sterling  bonds,  etc.  In  addition,  the  investment  of  American  capital  in  pri- 
vate channels  in  many  countries  must  be  taken  into  account.  All  of  these 
are  invisible  items  in  our  balance  of  payments  which  it  is  very  difficult  to 
measure  statistically,  and  frankly  I  do  not  believe  that  anyone  knows  defi- 
nitely enough  the  status  of  these  invisible  items  to  charge  that  our  credit 
structure  has  been  made  top-heavy  on  account  of  unfunded  short-term  credits. 

In  estimating  our  balance  of  payments,  I  prefer  not  to  limit  my  figures  to 
the  period  beginning  with  the  armistice  because  of  the  difficulty  of  knowing 
to  what  extent  export  shipments  following  the  armistice  were  paid  for  by 
credits  extended  by  the  United  States  Government  before  the  date  of  the 
armistice.  A  much  safer  policy  in  handling  the  figures  is  to  go  back  to' 
July  1,  1914,  and  bring  the  total  figures  up  to  October  30,  1920.  Our  ex- 
port figures  show  that  the  total  excess  of  merchandise  exported  over  mer- 
chandise imported  was  $17,675,000,000,  to  which  should  be  added  the  net 
exportation  of  silver  of  $458,000,000,  bringing  the  total  to  $18,133,000,000. 
The  excess  of  imports  of  gold  over  exports  amounted  to  $779,000,000.  Sub- 
tracting this  figure  from  the  total  of  export  movements  shows  a  balance 
of  trade  of  $17,354,000,000  in  favor  of  the  United  States  for  the  period 
from  July  1,  1914,  to  October  30,  1920. 

In  turning  to  the  credit  operations  with  which  this  huge  export  balance 
was  ))aid,  the  following  figures  are  indicative  of  the  situation.  The  United 
States  Government  extended  credits  to  allied  and  associated  governments  to 
a  total  of  $9,580,000,000.  There  is  outstanding  in  the  American  market  ap- 
proximately $2,500,000,000  of  loans  and  stocks  which  have  been  offered  to 
the  public  and  have  been  purchased  by  private  investors.  It  is  generally 
understood  tliat  there  have  been  important  sales  by  foreigners  of  American 
securities  which  they  formerly  held.  Various  estimates  have  been  made  of 
the  volume  of  such  transactions  and  in  this  matter  there  are,  of  course,  many 
invisible  items  and  our  statistical  information  is  not  complete  enough  to 
enable  us  to  determine  this  figure  with  exactitude.  It  is  generally  recognized 
that  during  the  year  1920,  with  a  furtlier  fall  in  exchange  rates,  the  sale 
of  foreign  held  securities  on  the  New  York  Stock  Exchange  has  been  more 
pronounced.  Realizing  the  imperfections  to  be  attached  to  an  estimate  of 
the  amount  of  American  securities  purchased  from  foreign  holders,  I  sug- 
gest that  a  reasonable  figure  should  be  about  $3,000,000,000. 

We  now  come  to  the  discussion  of  the  second  group  of  invisible  items, 
which  include  the  piirchase  of  internal  bonds  of  foreign  countries,  the  pur- 
chase of  other  classes  of  foreicfn  securities,  the  private  investment  of  Ameri- 
can capital  abroad  in  brancli  factories,  in  development  work,  etc.  The 
writer's  opinion  is  that  $1,000,000,000  would  be  a  fairly  conservative  esti- 
mate for  this  type  of  investment.     His  belief  is  further  strengthened  by  the 
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estimates  that  have  been  made  by  Mr.  Cates  of  Canada,  Mr.  Fields,  former- 
ly editor  of  the  Montreal  Financial  Times,  and  himself,  which,  taken  as  a 
whole,  show  that  the  so-called  invisible  investment  of  American  capital  in 
Canada  since  the  outbreak,  of  the  war,  including  the  purchase  of  internal 
bonds  and  the  investment  of  private  capital,  has  approximated  $500,000,000. 
Having  in  mind  the  heavy  investment  of  American  capital  of  this  same  char- 
acter in  sugar  developments  in  Cuba,  developments  in  Central  America,  the 
packing,  mining,  and  petroleum  industries  in  South  America,  the  rubber  in- 
dustry in  the  Near  East,  as  well  as  the  investment  of  private  capital  in 
Europe  and  internal  bonds  of  the  European  countries,  it  seems  that  the 
additional  $500,000,000  would  not  be  far  from  the  truth.  This  brings  the 
total  of  credit  operations  to  a  total  of  $16,018,000,000.  The  balance  of 
$1,274,000,000  is  covered  in  part  by  purchases  of  foreign  exchange  cur- 
rencies and  short-term  banking  credits. 

This  in  itself  is  not  a  figure  about  which  we  need  to  be  disturbed  at  all, 
and  does  not  indicate  that  our  foreign  trade  since  the  armistice  has  been 
unsoundly  financed  by  the  large  extensions  of  credit  on  the  part  of  bank- 
ing institutions.  This  evidence  points  to  the  conclusion  that,  in  so  far  as 
foreign  trade  financing  is  concerned  at  least,  the  banks  as  a  whole  have  been 
conducted  sanely  and  soundly  during  a  critical  period,  and  instead  of  over- 
extending  their  credit  in  foreign  transactions  have  been  ultra-conservative 
in  this  respect.  As  a  general  proposition  our  banking  structure  has  passed 
through  a  very  critical  period  and  remains  in  unusually  sound  condition. 

It  is  well  to  pass  from  this  review  of  the  statistical  information  to  a  brief 
discussion  of  financing  our  export  movement.  There  has  been  developed  in 
recent  months,  with  the  drop  in  commodity  prices  and  the  slowing  up  of  busi- 
ness, a  much  keener  interest  on  the  part  of  the  public  at  large  of  the  neces- 
sity of  financing  our  exports.  This  is  liable  to  lead  to  the  discussion  of 
hasty  and  unsound  methods  of  financing.  The  recent  discussion  of  the  re- 
vival of  the  War  Finance  Corporation  is  a  case  in  point.  In  theory,  as  well 
as  in  practice,  I  am  opposed  to  the  revival  of  such  an  institution  and  think 
it  highly  desirable  to  keep  the  government  out  of  the  financing  of  our  trade 
movement  as  much  as  possible.  There  is  only  one  excuse  for  government 
participation  in  such  financing  and  that  is  from  the  standpoint  of  insurance. 
There  are  certain  sections  in  Europe  of  which  it  is  impossible  today  to  de- 
termine their  credit  position  so  that  private  investors  may  invest  their  funds 
in  the  securities  of  these  countries,  and  yet  these  countries  have  great  need 
for  American  railway  equipment,  for  machinery  and  other  articles  to  revive 
and  restore  their  economic  life.  For  example,  Roumania  needs,  above  all, 
transportation  facilities  so  that  the  agricultural  production  may  be  mobil- 
ized for  shipment  and  its  rich  oil  resources  developed.  It  would  be  a  great 
help  to  all  that  part  of  Europe  east  of  the  Rhine  to  be  able  to  buy  the 
needed  things  in  America  to  restore  its  economic  production.  The  British 
have  pointed  the  way  in  the  formation  of  the  British  Trade  Corporation, 
which  acts  as  a  sort  of  insurance  fund  against  risk,  so  that  the  cost  of  in- 
surance is  transferred  to  the  government.  The  French  Government  has  re- 
cently taken  a  little  different  step  in  guaranteeing  certain  credits  extended 
by  private  capital.  The  necessity  of  restoring  that  part  of  Europe  east  of 
the  Rhine  to  a  normal  economic  production  is  of  such  importance  to  western 
industrial  Europe  and  the  United  'States  that  we  cannot  expect  a  normal 
resumption  of  business  and  recovery  from  the  present  depression  until  this 
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part  of  Europe  is  restored.  Consequently,  the  question  of  insurance  of  the 
risk  is  of  such  vital  importance  to  the  whole  economic  life  of  the  people  of 
the  United  States  that  there  might  be  some  reasonable  argument  in  favor  of 
allowing  the  government  to  participate  in  a  limited  way  in  the  insurance  of 
the  risk  involved  in  extending  credit  to  those  parts  of  the  world. 

The  disarrangement  of  foreign  exchange  and  the  depreciated  value  of  the 
paper  currencies  of  many  countries  of  Europe  have  resulted  in  a  revival  of 
barter  as  a  means  of  trade.  The  old  Indian  methods  of  trade  have  thus  been 
revived  in  trading  with  many  of  the  countries  east  of  the  Rhine.  Dr.  Vis- 
serung,  of  the  Bank  of  Netherlands,  has  made  a  rather  constructive  idea  to 
keep  in  touch  with  these  markets.  His  suggestion  is  the  formation  of  a 
large  barter  finance  corporation.  For  illustration,  if  such  a  corporation  was 
formed  in  the  United  States,  it  would  represent  in  its  membership  a  great 
number  of  American  producers.  American  goods  would  be  exchanged  for 
products  of  those  countries  and  these  products  in  turn  would  be  sold  in 
whatever  world  market  it  was  possible  to  find.  It  also  would  take  in  ex- 
change for  products  valuable  concessions  and  thereby  lay  the  basis  for 
considerable  investment  of  private  capital.  We  realize  that  this  method 
suggested  by  Dr.  Visserung  has  many  practical  difficulties  if  carried  into 
definite  operation.  However,  it  is  of  particular  value  in  that  it  perma- 
nently establishes  some  connection  between  the  American  market  and  these 
various  countries. 

The  other  point  about  which  I  wish  to  speak  in  my  limited  period  of  time 
is  the  necessity  that  is  now  confronting  the  country  of  getting  American 
capital  interested  in  opportunities  in  foreign  countries.  Many  of  these 
countries  have  great  demand  for  capital  of  a  private  nature,  which  may 
properly  be  called  enterprise  capital.  It  is  that  type  of  capital  that  can  go 
in  and  develop  the  resources  of  a  country,  assuming  the  risk  of  developing 
and  receiving  in  turn  profits.  Such  opportunities  do  not  warrant  an  appeal 
to  the  loan  investment  market,  but  would  offer  sufficient  inducement  to 
American  enterprise  capital.  The  investment  of  enterprise  capital  in  for- 
eign countries  implies  the  exportation  of  men  to  act  as  managers  of  such 
enterprises.  No  greater  service  can  be  performed  today  for  this  representa- 
tive body  of  university  teachers  of  economics  than  to  impress  on  our  young 
men  the  necessity  of  devoting  a  part  or  all  of  their  time  to  service  in  for- 
eign enterprises  which  are  financed  by  American  capital. 


AN  INTRODUCTORY  SURVEY  OF  THE  BITUMINOUS  COAL 

INDUSTRY 

By  C.  E.  Lesheb 
Editor  Coal  Age 

Picture,  if  you  will,  an  industry,  the  foundation  of  modern  industrial 
progress  touching  the  daily  life  of  nearly  every  individual  in  the  coun- 
try, simple  almost  as  agriculture  in  its  basic  elements,  as  unorganized 
as  the  retail  grocery  business,  limited  on  the  one  hand  by  almost  in- 
elastic market,  on  the  other  by  transportation,  over  neither  of  which 
has  it  control,  and  you  have  before  you  the  bituminous  coal  business  as 
it  is  today  and  as  it  has  been  for  the  past  thirty  years. 

Bituminous  coal  is  power,  and  power  is  the  essential  of  modern  in- 
dustry. We  are  no  longer  an  agricultural  nation,  we  are  the  largest 
workshop  in  the  world.  Manufactured  goods  now  exceed  raw  materials 
and  food  products  in  our  exports;  the  majority  of  our  people  live  in 
the  cities.  The  fallacy  that  we  can  distinguish  between  essential  and 
nonessential  users  of  coal  has  been  exploded.  All  use  of  coal  is  essen- 
tial, not  necessarily  because  the  product  made  in  every  plant  is  essential, 
but  because  the  continuous  and  uninterrupted  operation  of  every  plant 
is  necessary.  Whole  communities  are  often  dependent  for  their  exist- 
ence and  livelihood  on  single  industries  within  their  borders,  and  the 
operation  of  those  industries  is  dependent  on  power,  that  is,  on  coal. 

Coal  is  the  first  essential  of  all  our  progress.  Coal  is  required  to 
mine  the  raw  materials  of  industry,  coal,  iron  ore,  all  other  minerals. 
Coal  is  required  to  thresh  our  wheat,  to  mine  and  prepare  the  fertilizers 
for  the  fields.  Coal  is  required  in  large  quantities  to  transport  the  raw 
materials  to  factory,  the  food  to  the  people,  and  to  move  commodities 
to  market  here  and  abroad.  On  an  ample  and  cheap  supply  of  bitumi- 
nous coal  has  been  built  the  vast  industrial  machine  we  call  the  United 
States. 

Coal  is  not  the  last  thing  required,  it  is  the  first,  yet  coal  is  treated 
in  our  national  thinking  as  are  such  commonplace  things  as  sand  and 
gravel,  slag,  refuse,  and  waste  products.  Nowhere  is  this  better  shown 
than  in  the  treatment  of  coal  as  traffic  by  the  railroads.  A  low  grade, 
nonperishable  commodity,  coal  is  given  deferred  movement.  So  in- 
grained in  practice  is  the  deferrment  of  coal  by  the  railroads  that  dur- 
ing the  war  orders  issued  for  prior  movement  of  coal  were  treated  light- 
ly and  results  were  accomplished  only  after  the  idea  that  the  orders 
from  above  were  for  a  purpose  and  that  coal  was  a  war  necessity  had 
soaked  down  the  line  to  the  lowliest  switchman.  Although  none  would 
deny  the  importance  of  transportation  to  coal,  yet  today  no  other 
commodity  is  forced  to  accept  the  rationing  of  cars.     Whenever  the 
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demand  for  cars  suitable  for  transporting  coal  exceeds  the  supply,  the 
steel  mills,  the  sand  and  gravel  pits,  the  farms,  the  sawmills,  the  auto- 
mobile factories,  are  given  what  they  requisition,  and  the  left-overs  are 
rationed  out  among  the  soft  coal  mines. 

Except  prices  are  high  enough  to  excite  public  opinion,  coal  has 
never  stirred  the  popular  imagination  as  have  other  large  industries. 
The  romance  of  gold  mining  in  the  West,  the  spectacular  history  of  oil, 
the  fascination  of  railroading,  and  the  wonders  of  the  financial  develop- 
ments of  the  steel  and  allied  industries  have  become  commonplace  to 
common  people;  but  the  truth  about  coal  has  never  been  made  the  sub- 
ject of  story  and  play,  and  few  have  cared  to  delve  into  the  details  of 
how  coal — common  black  dirt — is  mined  and  marketed.  Coal,  soft  coal 
at  least,  has  given  the  world  no  Rockefellers,  Schwabs,  Carnegies,  Mor- 
gans, Goulds,  Vanderbilts,  or  Tom  Lawsons. 

Perhaps  the  reason  for  this  is  found  in  the  fact  that  coal  is  as  simple 
in  its  economics  as  agriculture.  In  the  United  States  deposits  of  coal 
are  widely  distributed,  but  two  important  sections  of  the  country — New 
England  and  the  Northwest — being  without  such  natural  resources. 
From  the  northern  line  of  Pennsylvania  to  the  center  of  Alabama  is 
the  most  wonderful  area  of  coal  in  the  world.  In  the  Mississippi  val- 
ley, in  the  Rocky  Mountain  region,  and  even  on  the  Pacific  Coast  are 
ample  deposits  of  coal.  So  kind  has  nature  been  to  us  that  in  these  vast 
areas  of  coal-bearing  rocks  one  may  have  coal  for  the  taking.  It  out- 
crops on  the  hillsides  or  is  but  buried  by  a  shallow  covering.  Whereas 
the  coal  that  enters  commerce  comes  from  a  paltry  six  or  seven  thous- 
and mines,  thousands  of  farmers  and  inhabitants  of  small  towns  in  the 
hills  and  on  the  plains  have  but  to  go  to  the  country  banks,  the  gopher 
holes,  and  strip  pits,  of  which  there  are  between  ten  and  twenty  thou- 
sand, for  the  coal  to  meet  their  ample  needs. 

So  easy  is  the  coal  of  access  in  most  of  these  fields  and  so  simple  is 
the  initial  work  of  opening  a  mine  that  every  period  of  unusual  de- 
mand, in  which  prices  rise  more  than  a  few  cents  above  the  cost  of 
production,  finds  many  entering  the  business.  Whereas  the  develop- 
ment of  200  new  mines  of  consequence  each  year  will  suffice  to  main- 
tain capacity  at  the  present  rate  of  consumption,  there  were,  it  is  re- 
ported, 1000  new  mines  opened  this  year  in  Central  Pennsylvania  alone, 
and  this  field  produces  but  10  per  cent  of  the  country's  total  soft  coal. 
Having  your  own  coal  mine  is  almost  as  simple  as  having  a  war  garden. 
Raising  hogs,  cotton,  and  com  are  no  more  competitive  than  mining 
bituminous  coal.  Almost  without  exception,  the  rules  of  the  land  re- 
quire that  the  railroads  must  give  a  prospective  coal-mine  operator  a 
siding  and  give  him  cars  for  his  product,  that  is,  at  least,  a  share  of 
the  cars.     Furthermore,  the  rules  favor  the  new  mine,  for  if  a  mine  is 
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rated  as  under  development  it  is  insured  a  definite  minimum  supply  of 
empties.  The  scramble  for  traffic  in  the  past  has  left  us  a  legacy  of 
precedent  favoring  the  opening  of  coal  mines  that  we  could  well  have 
dispensed  with  the  past  four  years. 

Freight  rates  on  the  railroads  have  been  designed  to  give  the  oper- 
ators in  each  field  a  wide  latitude  in  markets.  There  is  scarcely  a 
consumer  but  has  the  opportunity  to  choose  his  coal  within  wide  ranges. 
The  producer  in  Illinois  and  Indiana  sells  his  coal  in  from  eighteen  to 
twenty  states,  and  the  consumer  in  Chicago  can  get  his  coal  from 
twenty  different  fields  in  six  states.  It  was  clearly  shown  in  the  trial 
of  the  "smokeless"  operators  in  New  York  in  1917  that  even  the  smoke- 
less coal  of  West  Virginia  meets  competition  in  its  every  market  to 
such  an  extent  as  to  preclude  the  possibility  of  any  combination  in 
restraint  of  trade. 

The  coal  deposits  are  so  bountiful,  the  number  of  mines  so  great,  and 
it  is  so  easy  to  increase  productive  capacity,  that  monopoly  in  the 
bituminous  coal  industry  is  not  possible  today.  Were  there  a  group 
of  capitalists  strong  enough  to  buy  all  the  soft  coal  mines  in  the  United 
States,  tomorrow  there  would  be  other  and  new  mines  opened  to  com- 
pete with  such  a  trust,  for  there  is  no  possible  combination  of  capital 
with  strength  to  control  all  the  coal-bearing  lands  in  the  United  States. 

With  local  associations,  bureaus,  and  other  groups  in  every  field  and 
market  center,  the  producers,  wholesalers,  and  retail  dealers  in  coal 
have  their  respective  national  organizations ;  but  with  all  these  the 
coal  industry  is  unorganized.  One  reason  is  that  for  the  most  part  such 
associations  as  we  now  have  arc  new,  the  product  of  the  war.  They  did 
not  have  being  in  the  dull  times  before  the  war  started  on  the  other  side. 
But  the  real  reason  why,  with  all  its  associations,  the  coal  industry  is 
unorganized  is  that  the  law  prohibits  combined  action  with  respect  to 
the  vital  concerns  of  the  trade-price  and  distribution.  It  is  interesting 
to  note  that  as  late  as  1888  the  output  from  the  coal  fields  then  ship- 
ping to  the  Atlantic  seaboard — seven  in  number — was  controlled  both 
as  to  tonnage  and  price  by  a  combination  of  producers  known  as  the 
Seaboard  Association.  The  percentage  of  the  expected  demand  on  the 
tidewater  market  was  predetermined  and  allocated  to  each  field  by  a 
governing  board  composed  of  operators  from  each  district.  Shipments 
from  the  fields  were  confined  to  the  demand,  so  as  not  to  flood  the 
market,  and  prices  were  fixed  by  a  majority  vote  of  the  governing 
board. 

Such  combinations  of  course  passed  out  with  the  incoming  of  the 
Sherman  Law,  and  today  it  is,  and  for  thirty  years  has  been,  a  case  of 
each  shipper  for  himself  and  the  devil  take  the  hindmost.  The  past 
four  years  have  been  profitable  for  the  coal  trade,  but  for  this  the  coal 
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man  can  claim  no  responsibility.  Conditions  absolutely  outside  his 
control  have  given  to  coal  a  remarkably  steady  market  at  good  prices, 
the  four  years  considered  as  a  whole.  It  is,  however,  not  hard  to  specu- 
late as  to  what  would  have  been  the  position  of  the  bituminous  coal  in- 
dustry if  in  1914  the  war  had  not  affected  conditions  so  fundamentally. 

In  a  "Statement  of  Facts"  issued  Dec.  1,  1914,  or  six  years  ago, 
the  operators  of  Illinois  and  Indiana  set  forth  for  the  President  of  the 
United  States  and  the  public  the  condition  of  their  industry.  Declar- 
ing that  the  normal  state  of  their  industry  for  some  years  had  been 
such  as  to  "endanger  lives  of  the  miners,  waste  the  coal  reserves,  and 
deprive  the  operators  of  any  hope  of  profit;  that,  subject  to  inter-state 
laws  governing  combinations  respecting  prices  and  distribution  and  to 
state  laws  governing  the  mining,  fastened  between  combinations  of  buy- 
ers on  the  one  side  and  labor  unions  on  the  other,  they,  the  operators, 
found  themselves  unable  to  prevent  waste  or  to  enjoy  sufficient  profit, 
if  at  times  they  could  make  any  profit,  to  properly  equip  their  proper- 
ties for  the  protection  of  their  miners.  Asking  that  special  attention 
be  given  the  needs  of  the  coal  industry  in  the  appointment  of  the  then 
newly  authorized  Federal  Trade  Commission,  these  operators  said, 
"There  is  no  desire  now  or  hereafter  to  establish  a  coal  monopoly. 
Much  less  is  there  a  desire  to  extort  unreasonable  profits."  They  in- 
vited "appropriate  and  definite  governmental  control"  to  the  extent 
"at  least  of  permitting  all  of  their  activities  to  be  known  to  the  pub- 
lic." "Coal  operators  would  not  object  to,  but,  on  the  contrary,  would 
invite  such  publicity  and  supervision." 

How  desperate  these  operators  considered  their  condition  in  1914  is 
evidenced  by  these  published  statements.  Had  not  the  conditions  sur- 
rounding their  markets  been  violently  changed  by  the  war,  they  would 
have  indeed  been  in  desperate  straits  by  this  time.  Now,  the  funda- 
mental conditions  have  not  changed  from  prewar  times.  Coal  oper- 
ators are  no  more  permitted  now  to  combine  in  setting  prices  or  in 
controlling  distribution  than  they  were  six  years  ago.  They  are  today 
confronted  by  the  same  labor  unions  and  the  same  combinations  of  large 
steam  coal  buyers.  They  are  today  picking  up  the  threads  of  the  story 
where  they  left  off  six  years  ago. 

Consumption  of  coal  in  the  United  States  is  inelastic.  No  more  coal 
is  consumed  than  is  needed  to  perform  the  work  at  hand  or  to  give  the 
necessary  heat.  No  considerations  of  price  will  induce  a  manufacturer 
to  bum  more  coal  than  is  required  to  produce  the  goods  for  which  he 
has  a  market.  As  householders  we  consume  no  more  coal  than  we  need 
to  keep  warm :  no  matter  how  low  the  price  and  no  matter  how  high  the 
price,  we  require  a  certain  minimum.  As  differing  from  consumption, 
however,  is  demand.     Although  a  consumer  will  in  a  given  period  bum 
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no  more  than  is  required,  he  may  for  different  reasons  buy  more  or  less 
than  he  burns,  adding  to  or  taking  from  storage  to  make  up  the  dif- 
ference. No  one  in  the  industry  can  increase  or  decrease  this  demand. 
The  consumer  is  the  arbiter  of  the  destiny  of  the  coal  producer,  and  is 
fast  becoming  an  important  factor  in  the  production  of  coal.  It  is 
roughly  estimated  that  30  per  cent  of  the  coal  produced  comes  from 
mines  owned  by  and  operated  for  the  consumer.  In  fact,  because  of 
this  and  the  inability  of  the  coal  men  to  organize  for  selling,  the  con- 
sumer today  holds  the  balance  of  power.  In  view  of  the  history  of  coal 
prices  this  past  season,  it  may  sound  strange  to  say  that  the  consumer 
holds  the  balance  of  power.  The  high  prices  of  this  year  were  made 
by  the  consumer,  and  had  he  exercised  his  power  there  would  have 
been  no  such  prices.  It  was  not  combination  among  the  coal  producers 
or  shippers  that  caused  ten  dollar  coal  this  year,  nor  was  it  lack  of 
mines  and  miners  to  produce  all  the  coal  for  which  there  was  demand. 
We  are  all  familiar  with  the  theory  of  the  law  of  supply  and  demand — 
that  as  demand  increases  and  prices  rise  production  will  be  called  forth 
by  the  higher  prices  to  meet  this  demand,  and  when  output  meets  de- 
mand prices  will  fall.  This  would  inevitably  have  happened  in  coal 
but  for  the  fact  that  the  link  between  producer  and  consumer,  the  rail- 
road, failed  to  meet  the  demand  placed  on  it.  High  prices  could  not 
affect  the  rate  of  production  after  the  railroads  had  reached  the  limit 
of  power  to  carry  the  coal. 

Coal  at  the  mine  this  summer  was  no  more  worth  the  ten  dollars  it 
too  frequently  brought  than  it  is  todaj'.  What  buj'ers  were  paying  for 
was  coal  plus  transportation.  The  place  value  of  coal  this  past  season 
has  been  magnificent,  from  the  standpoint  of  the  seller  who  was  in  po- 
sition to  deliver.  It  was  coal  in  a  car  that  was  worth  money,  not  coal 
in  the  mine.  Today  producers  of  coal  are  competing  with  each  other 
at  the  buyer's  door ;  last  summer  they  were  competing  for  cars  at  the 
mines. 

You  will  hear  something  later  on  about  the  irregularity  of  operation 
in  the  bituminous  coal  industry.  There  is  a  form  of  irregularity  of 
operation  of  coal  mines  that  is  not  social  in  the  sense  that  it  is  due  to 
general  economic  conditions,  to  seasons,  or  to  car  supply.  It  is  the 
variation  in  operation  between  adjacent  plants  due  to  differences  in  the 
ability  of  the  owner  to  sell  his  product.  When  the  coal  market  is  easy, 
when  buyers  must  be  approached  with  offers,  then  the  coal  that  is  off 
grade  is  moved  with  difficulty  and  the  mine  from  which  it  comes  and 
the  labor  that  produces  it  are  idle  much  of  the  time.  The  average  run- 
ning time  that  shows  in  our  statistics  is  not  the  figure  for  each  property. 
One  of  the  commonest  causes  for  variations  in  the  rate  of  production 
from  mines  in  the  same  field  in  periods  of  slack  demand  for  coal  is  the 
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adopted  policy  of  the  railroads  to  buy  their  fuel  in  part  with  assigned 
cars.  When  not  abused  by  the  railroad,  the  practice  of  contracting  to 
supply  the  output  of  a  mine  to  the  railroad  with  an  assured  supply  of 
cars,  no  matter  how  short  the  field  may  later  be,  is  a  business  venture. 
The  railroad  gets  a  low  price  because  giving  a  steady  and  fairly  con- 
tinuous market;  the  operator  takes  a  small  but  certain  gain  in  prefer- 
ence to  gambling  on  the  chance  of  higher  prices  in  the  open  market  dur- 
ing the  life  of  his  contract.  But  the  result  is  that  under  this  system 
we  have  some  mines  always  at  work  and  others  idle. 

The  bituminous  coal  operators  are  not  unanimous  in  condemning  the 
assigned  car  practice,  but  the  majority  are  opposed;  and  through  the 
National  Coal  Association  they  have  instituted  suits  to  abolish  it,  under 
the  provisions  of  the  Transportation  Act.  For  obvious  reasons,  the 
miners  union  is  also  opposed  to  the  use  of  assigned  cars  and  the  idle- 
ness of  some  mines  while  others  are  working  full  time.  Private  cars, 
those  owned  by  the  coal-mine  operator  or  the  consumer,  are  always  as- 
signed; they  can  be  used  only  at  the  mines  to  which  they  belong.  It 
has  become  quite  a  common  practice  for  concerns  to  purchase  open- 
top  equipment  as  a  protection  for  their  business.  One  large  company  in 
the  East  has  built  up  a  remarkable  business  to  tidewater  owing  to  its 
ability  to  guarantee  delivery  of  coal,  because  of  the  cars  it  owns.  The 
steel  companies  arc  large  owners  of  private  cars. 

A  new  question  has  arisen  in  respect  to  these  cars.  On  certain  rail- 
roads the  trackage,  terminals,  and  motive  power  are  not  sufficient  to  give 
100  per  cent  service  to  all  the  mines  if  all  mines  have  orders  for  all  their 
coal  and  the  railroad  has  sufficient  cars  for  all  the  business  offered. 
On  these  roads  are  large  interests  owning  both  mines  and  cars,  and 
these  interests  have  so  far  been  given  service  in  preference  to  the  mines 
depending  on  railroad  owned  cars.  We  have  here  a  condition  not  of 
car  shortage,  but  of  transportation  shortage. 

The  tendency  is  toward  greater  use  of  machinery  in  mining.  For 
four  years  the  urge  has  been  for  machines  to  gain  larger  tonnages ;  now 
it  will  be  as  in  the  years  before  the  war  to  make  for  lower  costs.  More 
than  half  the  bituminous  coal  mined  is  undercut  by  machines,  and  to- 
day equipment  manufacturers  are  developing  loading  machines  that 
promise  to  still  further  increase  the  output  per  man  per  day.  A  ma- 
chine has  been  successfully  developed  that  cuts  the  coal  from  the  face, 
picks  it  down,  and  loads  it  into  mine  cars  in  one  continuous  operation. 

No  survey  of  the  bituminous  coal  industry  could  be  complete  without 
reference  to  labor.  The  cost  of  labor  and  the  labor  cost  are  both 
items  of  importance  to  the  coal  producer  and  to  the  consumer  as  well. 
The  cost  of  mine  labor,  that  is,  the  wages  paid,  are  the  highest  today 
they  ever  have  been.     They  are  too  high  to  be  permanent.     Common 
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labor,  the  day-wage  man,  gets  $7.50  per  day  compared  with  $2.85  in 
1916.  One  reason  this  wage  is  so  high  is  that  the  days  worked  are  less 
than  full  time;  the  other  reason  is  that  the  miner  is  so  well  organized 
that  he  has  been  able  to  secure  his  share  of  the  profits  of  the  coal  busi- 
ness in  the  past  few  years.  As  the  period  of  large  profits  is  over  for  a 
time  at  least,  if  not  for  all  time  should  Senator  Calder  have  his  way, 
the  wage  of  the  mine  worker  must  come  down.  The  country  must  have 
coal  as  cheap  as  possible,  and  labor  cost  represents  about  three  quarters 
of  the  total  expense  of  getting  the  coal  and  loading  it  on  the  railroad 
cars.     For  every  dollar  of  mine  cost  the  wages  take  nearly  75  cents. 

The  coal  mine  workers  are  among  those  best  organized  of  all  classes 
of  workmen.  When  the  call  for  the  strike  of  last  year  was  issued,  seven 
out  of  every  ten  men  in  the  soft  coal  mines  of  the  United  States  re- 
sponded. 

The  great  markets  for  bituminous  coal  are  the  railroads,  manufac- 
turing industries,  steamship  bunkers,  and  coke  and  gas  plants.  The 
greatest  density  of  industry,  rail  traffic,  and  steamship  demand  is  in 
the  eastern  part  of  the  United  States.  The  mines  serving  that  terri- 
tory therefore  have  the  steadiest  demand  for  their  product.  As  we 
go  westward,  the  use  of  soft  coal  for  heating  increases  and  we  find  the 
demand  more  seasonal  and  the  market  less  steady.  Considered  broadly, 
therefore,  the  mines  in  the  East  have  the  best  running  tune,  those  in 
the  Middle  West  rank  next,  and  in  the  West  the  finding  of  a  market 
in  the  summer  time  is  a  serious  problem. 

A  new  element  has  been  introduced  into  the  market  problem  of  the 
bituminous  coal  industry  in  the  foreign  demand.  This  demand  can 
only  be  satisfied,  from  the  very  nature  of  things,  by  the  mines  in  the 
East  that  already  have  the  best  potential  demand  for  their  product. 
For  this  reason  the  production  of  coal  in  the  Appalachian  region  this 
past  year  has  been  of  utmost  interest  to  all  who  have  been  watching 
the  shortage.  The  West  and  Middle  West  were  recognized  as  being 
fully  able  to  take  care  of  themselves,  but  would  the  East  be  able  to 
meet  the  demand  at  home  and  at  the  same  time  fill  a  large  foreign  de- 
mand? It  has  been  done,  but  only  by  concentrated  effort  on  the  part 
of  the  railroads  and  the  coal  men.  A  condition  of  shortage  may  always 
be  expected  to  develop  first  in  the  East  and  to  disappear  there  last. 

Much  has  been  said  about  the  coal  contract.  In  the  days  before  the 
war  it  was  the  coal  operator  who  was  complaining  that  the  contract  he 
had  with  the  consumer  was  not  worth  the  paper  it  was  written  on,  be- 
cause the  buyer  could  and  did  suspend  shipments  on  it  at  his  pleasure 
and  did  not  hesitate  to  refuse  contract  coal  when  he  could  get  coal  in 
the  open  market  at  lower  prices.  That  is  happening  today.  But,  in 
the  meantime,  the  shipper  has  altogether  too  often  taken  advantage  of 
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the  vulnerability  of  the  coal  contract  to  sell  his  coal  in  the  open  market 
at  high  prices  instead  of  meeting  his  obligations. 

Shippers  of  coal  contend  that  so  long  as  they  can  not  be  sure  of 
cars  in  which  to  load  their  coal,  they  cannot  make  hard  and  fast  con- 
tracts to  deliver.  The  car  supply  clause  in  coal  contracts  is  the  joker 
no  one  has  been  able  to  completely  eliminate  as  yet.  With  the  ex- 
perience of  the  past  four  years  behind  him,  no  vender  of  coal  would  be 
warranted  in  giving  an  absolute  guarantee  of  delivery  without  charg- 
ing well  for  it ;  and  the  market  will  not  stand  such  an  addition  to  price 
on  the  part  of  any  one  or  of  a  few  shippers.  A  more  or  less  complete 
change  in  the  methods  of  marketing  coal  must  be  had  before  the  ideal 
of  binding  contracts  in  coal  are  realized. 


THE  IRREGULAR  OPERATION  OF  THE  BITUMINOUS  COAL 

INDUSTRY 

By  F.  G.  Teyon* 
United  States  Geological  Survey 

Fact  of  Ieregular  Operation 

The  bituminous  coal  mines  of  the  L^nited  States  have  a  developed  ca- 
pacity and  a  present  labor  force  far  in  excess  of  that  required  to  sup- 
ply the  demand.^  In  consequence  the  capital  and  labor  engaged  in  the 
industry  are  idle  a  large  part  of  the  time.  During  the  last  thirty  years 
the  mines  have  been  idle  an  average  of  93  working  days  in  every  calen- 
dar year.^  Even  in  1918,  the  year  of  maximum  production,  they  lost 
69  days,  or  20  per  cent  of  the  full  working  tirae.^  The  condition  is 
apparently  not  improving  for  in  1919  it  is  estimated  that  the  mines 
were  idle  111  days,  and  the  record  for  1920  will  also  be  unsatisfactory. 
This  condition  is  no  fault  of  the  operator,  who  is  aware  of  its  results 
but  is  powerless  to  prevent  it.  The  causes  are  rather  the  seasonal  na- 
ture of  the  demand,  irregularities  in  the  supply  of  cars  and  of  labor, 
and  no  less  important,  the  nature  of  the  resource  and  the  competitive 
conditions  surrounding  the  industry.  Strikes,  in  ordinary  years,  have 
been  only  a  minor  cause  of  lost  time.* 

The  loss  of  time  is  least  in  the  fields  of  the  Appalachians  and  of  the 
Southern  Rocky  Mountains,  and  most  acute  in  the  Mississippi  Valley.' 
The  regions  in  which  the  losses  are  greatest  have  shown  a  tendency  to 
become  union  territory. 

The  effects  of  irregular  operation  are  injurious  to  all  concerned  in 
producing,  transporting,  or  consuming  coal.  To  the  miner  it  means 
loss  of  earning  power ;  it  begets  in  him  irregular  habits,  and  it  is  a 
contributing  cause  to  the  absenteeism  and  the  large  labor  turnover 
complained  of  by  the  operator.  To  the  mine  owner  it  means  high  costs 
per  ton,*'  administrative  difficulties,  and  mechanical  troubles  in  the  mine 

*  Published  by  permission  of  the  Director,  United  States  Geological  Survey. 

1  Except  where  otherwise  specified  the  statements  in  this  paper  refer  to  the  bitu- 
minous coal  industry  alone.  The  conditions  in  anthracite  mining  are  entirely  differ- 
ent. 

2  For  a  statistical  analysis  of  irregularities  in  operation  of  coal  mines,  see  George 
Otis  Smith  and  F.  G.  Tryon,  Fluctuations  in  Coal  Production, — Their  Extent  and 
Causes;  Mining  and  Metallurgy,  Number  159,  Section  3,  pp.  9-28,  March,  1920. 

3  Idem,  p.  10. 
*Idem,  p.  26. 
^Idem,  pp.  19-20. 

6  U.  S.  Fuel  Administration,  Report  of  Engineers'  Committee,  p.  61,  1919.  Also 
Smith  and  Tryon,  op.  cit.,  pp.  21-22. 
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resulting  from  cessation  of  work.  To  the  railroads  it  means  a  seasonal 
load  and  loss  of  revenue  in  spring  and  summer  when  normally,  as  in 
1919,  large  numbers  of  coal  cars  are  idle.  To  the  public  it  means  high- 
cost  coal,  for  the  labor  and  capital  engaged  in  the  industry  must  be 
paid  for  the  93  days  on  which  they  are  idle  in  each  year  as  well  as  for 
the  215  days  on  which  they  work.  It  also  contributes  to  the  waste  of 
our  underground  resources  that  results  from  the  present  regime  of  in- 
tense competition. 

Statistical  analysis  discloses  three  distinct  types  of  fluctuations  in 
production:  (1)  secular,  (2)  seasonal,  and  (3)  daily.  These  will  be 
discussed  in  turn. 

1.  Secular  fluctuations.  The  fluctuations  that  accompany  business 
depression,  of  which  the  severest  have  occurred  in  1893-97,  1904,  1908, 
1914,  and  1919,  are  profound  while  they  last  and  are  beyond  remedy 
by  the  coal  industry  itself.  Only  a  sixth  of  the  time  lost  in  the  past 
30  years  has  been  due  to  this  cause,  however.  If  the  maximum  effect 
possible  is  allowed  for  these  secular  fluctuations  there  is  still  a  residue 
of  lost  time- — on  the  average  78  days  per  year — which  must  be  due  to 
other  factors.^ 

1890  —  82  1900  —  74  1910  —  91 

1891  —  75  1901  —  83  1911  —  97 

1892  —  89  1902  —  78  1912  —  85 

1893  —  104       "  1903  —  83  1913  —  76 

1894  —  137  1904  —  106  1914  —  113 

1895  —  114  1905  —  97  1915  —  105 

1896  —  116  1906  —  95  1916  —  78 

1897  —  112  1907  —  74  1917  —  65 

1898  —  97  1908  —  115  1918  —  59 

1899  —  7f  1909  —  93  1919  —  111* 

*estimated. 

2.  Seasonal  fluctuations.  Diff'erences  in  rates  of  consumption  in 
summer  and  winter  give  a  distinct  seasonal  rhythm  to  the  demand  for 
coal.*  In  a  normal  year,  such  as  1913,  the  rate  of  production  is  lowest 
in  April  and  highest  in  November.  If  the  annual  average  rate  be  taken 
as  100,  the  rate  in  April  in  a  normal  year  is  about  83  and  the  rate  in 
November  about  115.^  The  productive  capacity  required  during  the 
month  of  maximum  demand  is  thus  from  35  to  40  per  cent  greater  than 
in  the  month  of  minimum  demand.  In  the  "even"  years,  when  the  bien- 
nial wage  agreements  are  negotiated,  the  normal  April  depression  is  ac- 

7  Smith  and  Tryon,  op.  cit.,  p.  12.  The  average  number  of  working  days  lost  per 
year  at  bituminous  coal  mines,  as  shown  by  the  records  of  the  U.  S.  Geological  Sur- 
vey, has  been  as  follows: 

»Idem,  p.  27. 

9  Idem,  p.  14.  The  seasonal  fluctuations  in  the  prewar  years  were  as  follows,  ex- 
pressing the  average  rate  per  working  day  for  each  month  as  a  relative,  the  average 
for  the  year  being  100: 
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"Even 

years" 

"Odd 

years" 

1914 

1916 

1913 

1915 

January 

February 

March 
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108 
123 

114 

111 

99 

104 
99 
92 

103 

85 
82 

April 

May 

June 

68 
80 
88 

82 
88 
89 

84 
89 
96 

81 
83 
91 

July 
August 
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centuated  by  labor  disturbances,  in  anticipation  of  which  a  peak  of 
forced  buying  occurs  in  March. 

The  seasonal  variation  in  demand  was  marked  during  the  prewar 
years,  1913-16.  It  was  obscured  in  1917  and  1918  by  the  artificial 
conditions  of  the  war  period  but  recurred  with  heightened  effect  in 
1919/°  The  reason  we  had  no  slump  in  demand  in  tlie  spring  and  sum- 
mer of  1920  was  tliat  we  inherited  a  deficit  of  *26,0()0,000  tons  from 
the  strike  of  November-December,  1919.  The  seasonal  variation  may 
therefore  be  expected  to  reappear. 

These  statements  are  based  on  averages  for  the  entire  country  from 
which  the  averages  of  individual  districts  depart  widely.  In  some  fields 
of  the  northern  Appalachians,  for  example,  the  shipments  to  the  North- 
west by  way  of  the  Lakes,  Avhich  must  be  made  during  the  season  of 
navigation,  flatten  the  curve  of  demand  or  even  transform  the  summer 
slump  into  a  gentle  peak.^^  It  is  in  the  Middle  West  that  the  seasonal 
fluctuations  are  sharpest.  In  Illinois,  for  example,  the  production  in 
November,  even  in  years  of  no  wage  negotiation,  is  twice  as  great  as 
in  April.^^ 

3.  Daily  fluctuations.  Even  within  the  week,  in  times  of  active  de- 
mand, there  is  a  distinct  rhythm  from  day  to  day.  Car  supply  is  best 
on  Monday  and  becomes  less  and  less  satisfactory  as  the  week  pro- 
gresses. Production  on  Saturday  is  therefore  likely  to  be  15  per  cent 
less  than  on  Monday.  The  daily  fluctuations  are  not  the  least  signifi- 
cant of  the  irregularities  which  beset  coal-mine  operation,  for  they  in- 
dicate that  even  at  times  of  maximum  demand  the  mines  do  not  work 
full  time." 


10  Idem,  p.  13. 

11  Coal  Age,  vol.  17,  p.  1033  flf.,  May  20,  1920. 

12  Smith  and  Tryon,  op.  cit.,  p.  17. 

13  Idem,  p.  16. 
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Mine  Capacity  Inflated  Far  Beyond  Even  Maximum 
Week's  Output 

We  have  thus  noted  not  only  that  there  are  years  when  production 
is  below  that  of  the  maximum  year,  seasons  in  the  year  when  it  is  below 
that  of  the  maximum  season,  and  weeks  in  the  maximum  month  when  it 
is  below  that  of  the  maximum  week,  but  even  that  there  are  days  with- 
in the  maximum  week  when  it  is  below  that  of  the  maximum  day.  In 
fact,  there  has  probably  never  been  a  day  in  recent  years  when  all  the 
mines  and  all  the  miners  were  working  at  once,  although  this  perfect 
adjustment  of  operation  to  capacity  was  nearly  reached  on  the  Mon- 
day of  the  last  week  before  the  strike  of  November,  1919.  The  best 
working  time  ever  attained  in  a  six-day  week  was  86.8  per  cent  of  full 
time  (48  hours),  in  July,  1918.^*  Early  in  December,  1920,  when  pro- 
duction was  very  heavy,  the  mines  averaged  less  than  75  per  cent  of 
full  time.  The  estimated  present  capacity  of  the  mines  and  working 
force  is  at  least  16,000,000  tons  a  week,  yet  the  maximum  ever  pro- 
duced in  a  single  week  was  13,146,000  tons.^^  In  other  words,  our 
mine  capacity  and  labor  force  are  not  only  greater  than  the  average 
need  but  they  are  much  greater  than  the  maximum  meed.  To  borrow  a 
phrase  from  power  engineering,  our  mine  plant  not  only  has  a  bad 
load  factor,  but  it  is  much  larger  than  is  needed  to  meet  the  peak  load. 

So  great  an  economic  waste  challenges  attention.  Before  consider- 
ing, however,  the  measures  which  have  been  proposed  to  prevent  it, 
the  causes  underlying  the  inflation  of  capacity  beyond  even  maximum 
requirements  must  be  understood. 

The  area  underlain  by  coal  in  the  United  States  is  enormous  (458,- 
000  square  miles ),*^  and  a  great  part  of  the  coal-bearing  land  east  of 
the  Rockies  had  been  taken  up  in  small  tracts  for  farming  or  for  other 
purposes  before  its  value  for  coal  was  known.  In  the  east  it  is  becom- 
ing somewhat  difficult  to  find  a  block  of  unoccupied  coal  land  big  enough 
to  support  a  large  new  mine  and  with  access  to  transportation,  but 
until  recently  there  was  room  for  all  comers.  To  suppress  competi- 
tion by  buying  up  the  reserves  has  therefore  been  impossible.  In  fact, 
the  wide  dissemination  of  ownership  in  itself  has  tended  to  stimulate  de- 
velopment, for  each  possessor  of  coal-bearing  land  wishes  to  realize  on 
his  holding.  The  coal  beds  are  generally  thick,  lie  nearly  flat,  and  are 
but  little  faulted.  They  are  readily  accessible  from  slopes,  drifts,  or 
shallow  shafts.     Under  such  conditions,  although  a  large  modern  mine 

i<  U.  S.  Geological  Survey,  Weekly  Coal  Report  No.  54,  p.  2,  July  27,  1918. 

15  Week  ended  October  25,  1919.  U.  S.  Geological  Survey,  Weekly  Coal  Report 
No.  121,  p.  1,  November  8,  1919. 

18  M.  R.  Campbell,  The  Coal  Reserves  of  the  United  States,  in  The  Coal  Resources 
of  the  World,  vol.  2,  p.  538,  1913. 
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may  involve  an  investment  of  capital  running  into  millions,  it  has  been 
possible  to  open  up  a  small  mine  at  low  initial  expense.  The  capital  re- 
quired can  often  be  raised  locally,  partly  because  of  the  "jingle  fal- 
lacy," which  has  deceived  so  many  investors  in  mining  enterprises — the 
fallacy  of  thinking  that  6  per  cent  on  a  mining  stock  is  the  same  as  6 
per  cent  on  a  mortgage  and  neglecting  to  write  off  the  depletion.  The 
nature  of  the  resource  has  thus  encouraged  overdevelopment.  In  ad- 
dition, transportation — no  less  important — has  been  guaranteed  a  new 
enterprise.  The  factor  limiting  output  in  a  time  of  high  prices  has 
usually  been  car  supply ;  at  such  a  time  anybody  with  cars  to  load  can 
sell  coal.  No  matter  how  overburdened  the  railroad  serving  the  coal 
field  may  be,  it  is  obliged  by  law  to  put  in  a  siding  and  supply  cars  for 
the  new  operation."  The  opening  of  the  new  mine  does,  indeed,  dilute 
the  car  supply  of  the  entire  region,  but  the  operator  can  count  on  his 
pro  rata  share  of  the  cars  available. 

The  factors  necessary  to  new  development — coal  lands,  capital,  and 
transportation — have  therefore  been  easy  to  bring  together.  The 
necessary  incentive  has  been  supplied  by  the  periodic  recurrence  of 
high  prices.  Coal  is  a  necessary  of  life  for  which  substitution  on  a 
significant  scale  is  impossiblc.^^  The  demand  for  it  is  therefore  highly 
inelastic.  Moreover,  when  a  scarcity  exists  the  bidding  for  emergency 
supplies  is  concentrated  on  the  limited  margin  of  "free  coal,"  that  is, 
coal  not  under  contract.  No  one  knows  just  how  much  of  the  output 
is  under  contract  and  how  much  available  for  spot  purchase,  but  nor- 
mally, over  the  country  as  a  whole,  the  proportion  of  spot  coal  Is  per- 
haps 25  per  cent.^®  The  moment  production  is  interfered  with,  how- 
ever, the  margin  of  spot  coal  shrinks.  At  the  same  time  the  number  of 
persons  who  want  to  buy  spot  coal  increases,  for  many  who  thought 
themselves  protected  by  contracts  find  their  contract  deliveries  curtailed 
and  have  to  enter  the  spot  market.  The  interaction  of  these  two  prin- 
ciples— the  inelasticity  of  demand  and  the  contraction  of  the  spot  ton- 
nage in  times  of  scarcity — bring  it  about  that  even  a  slight  maladjust- 
ment between  supply  and  requirements  may  produce  a  spectacular  rise 
in  the  spot  price,  such  for  example  as  took  place  in  the  summer  of 
1920.^°    These  higher  prices  in  times  of  active  demand  were  apparently 

17  34  Statutes  at  Large,  584. 

18  F.  G.  Tryon,  The  Fuel  Oil  "Menace,"  Notes  on  the  Substitution  of  Oil  for  Coal 
during  Years  1919-1920:  Black  Diamond,  ^o\.  65,  p.  506,  November  20,  1920. 

19  C.  E.  Lesher,  Prices  of  Coal  and  Coke,  War  Industries  Board  Price  Bulletin 
No.  35,  History  of  Prices  During  the  War,  p.  21,  1919.  Also  United  States  Bitu- 
minous Coal  Commission,  Majority  and  Minority  Reports  to  the  President,  p.  25, 
1920.  "1  -   H^ 

20  National  Coal  Association,  The  1920  Soft  Coal  Shortage,  Letter  of  George  Otis 
Smith  to  Senator  Walter  E.  Edge,  dated  December  13,  1920,  p.  6,  Washington,  D.  C, 
1921. 
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the  prime  incentive  to  the  new  development  which  has  kept  mine  capacity 
so  far  in  excess  of  possible  requirements.  Although  in  comparison  with 
the  war  years  prices  before  1916  seem  modest  indeed,  the  spot  price 
would  rise  almost  every  year  to  attractive  levels  during  the  limited 
period  of  brisk  demand,^^  and  occasionally,  as  after  the  anthracite  strike 
of  1902,  even  contract  prices  would  rise  well  above  the  cost  of  produc- 
tion. 

The  inflation  of  mine  capacity  in  times  of  high  prices  has  been 
strikingly  demonstrated  in  the  last  five  years.  Since  1915,  when  the 
spot  price  began  to  rise  sharply  in  response  to  the  war-time  demand, 
there  has  been  an  extraordinary  increase  in  capacity.  In  1915  the 
annual  capacity  of  the  soft  coal  mines  was  about  675,000,000  tons.^^ 
Today  it  is  certainly  800,000,000  tons,  and  there  is  evidence  pointing 
to  a  figure  of  900,000,000  tons.  The  increase  in  five  years  has  there- 
fore been  between  125,000,000  and  225,000,000  tons,  or  between  19 
and  33  per  cent.  The  increase  has  been  particularly  marked  during  the 
last  twelve  months.  It  is  not  due  alone  to  the  opening  of  new  wagon 
mines  or  the  reopening  of  old  mines,  long  abandoned.  It  means  also  a 
number  of  large  new  workings  and  heavy  investments  in  new  develop- 
ment work,  new  equipment,  and  new  mining  machines  at  properties  al- 
ready established.  A  significant  change  has  been  the  increase  in  the 
number  and  output  of  steam-shovel  strip  pits.  The  aggregate  effect 
of  these  influences  on  capacity  has  been  great,  and  the  bituminous  in- 
dustry was  probably  never  more  heavily  overdeveloped  than  it  is  to- 
day. 

The  lure  of  occasional  high  prices  was  what  enticed  new  companies  to 
enter  the  field.  When  they  were  once  in,  other  forces  compelled  addi- 
tional development.  The  necessity  of  pushing  development  in  order  to 
be  able  to  meet  carrying  charges  on  extensive  investments  in  coal  lands 
was  pointed  out  years  ago  by  Walker.^^  Either  for  speculative  pur- 
poses or  to  anticipate  their  competitors,  many  companies  have  acquired 
coal  lands  far  in  excess  of  the  reserve  they  need  for  their  mines.  The 
recurring  interest  on  these  investments  must  be  paid  in  cash,  and  often 
the  only  way  to  raise  the  cash  is  to  open  more  mines  and  sell  more  coal. 
Every  new  mine  means  dilution  of  the  demand  and  of  the  car  supply  in 
times  of  shortage,  and  consequently  a  slight  decrease  in  the  working 
time  at  the  mines  the  company  is  already  operating.     But  the  company 

21  Lcsher,  op.  cit.,  p.  31. 

22  C.  E.  I.esher,  The  Distribution  of  Codl  and  Coke,  U.  S,  Fuel  Administration, 
lirport  of  the  Distribution  Division,  Part  I,  p.  19,  1919. 

23  Francis  Walker,  Cause  of  trusts  and  some  remedies  for  them,  in  Papers  and 
Discussions  of  the  Twenty-Second  Annual  Meeting  of  the  American  Economic  As- 
sociation, 1909,  pp.  196-7. 
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knows  that  the  new  nime  will  be  allotted  its  share  of  the  available  cars 
and  that  most  of  the  dilution  will  be  passed  on  to  its  competitors.  Un- 
der these  conditions  the  tendency  to  new  development  proceeds  as  in- 
evitably as  the  physical  process  of  osmosis. 

These  factors  combine  to  inflate  mine  capacity.  At  this  point  an- 
other factor  enters  in  which  impels  the  owner  to  operate  his  property  as 
near  to  its  capacity  as  he  can,  even  when  the  price  is  low.  As  Walker 
further  pointed  out,  the  individual  operator  can  not  curtail  his  output 
without  increasing  his  costs,  and  when  the  margin  of  profit  is  small  he 
dare  not  increase  his  costs."*  The  extra  amount  of  coal  produced  by 
him  has  "much  less  effect  in  depressing  the  market  price  than  in  di- 
minishing his  own  costs,"  and  he  is  therefore  compelled  to  continue  to 
sell  coal  on  the  narrowest  margin,  or  perhaps  at  a  loss. 

The  picture  is  not  complete  without  a  reference  to  the  evil  results  of 
overdevelopment  and  overproduction  when  the  price  is  deflated.  The 
abounding  prosperity  enjoyed  by  the  industry  during  the  war  years  and 
1920,  when  a  combination  of  circumstances  kept  prices  high,  are  likely 
to  make  us  forget  the  conditions  of  1914-15.  At  that  time  the  market 
was  depressed,  and  competition  forced  prices  often  below  the  cost  of 
production.  Rather  than  abandon  his  mine,  many  an  operator  sold  coal 
at  prices  barely  above  the  immediate  cost  in  labor  and  materials,  and 
below  cost  when  reasonably  computed.  Coal-mine  credit  was  poor  and 
many  companies  in  the  hands  of  receivers.  There  is  abundant  testi- 
mony that  most  of  the  time  before  the  war  the  industry  was  operating 
on  a  very  narrow  margin  of  profit.  It  is  such  competition  as  this  that 
makes  inevitable  the  wasteful  methods  of  mining  which  in  many  of  our 
fields  leave  half  the  coal  behind  in  the  ground  in  a  manner  that  renders 
its  ultimate  recovery  very  unlikely. 

Measures  Peoposed  To  Oveecome  Ikb-egulab.  Operation 
To  eliminate  the  waste  involved  in  irregular  operation  is  thus  an 
economic  problem  of  real  importance.  Obviously  the  magnitude  of  the 
loss  cannot  be  accurately  determined,  but  the  writer  hazards  the  opin- 
ion that  at  present  levels  of  wages  and  costs  it  constitutes  a  tax  on  the 
consumer  in  the  neighborhood  of  a  million  dollars  per  working  day. 
The  bituminous  operators  are  not  unmindful  of  their  responsibility  and 
may  take  heart  from  the  fact  that  the  anthracite  industry  has  success- 
fully combatted  the  evil.  In  the  nineties  and  the  first  decade  of  the 
twentieth  century,  working  time  in  the  anthracite  region  of  Pennsyl- 
vania was  even  less  satisfactory  than  in  the  bituminous  fields.  By  of- 
fering summer  discounts  in  prices,  by  constructing  storage  yards,  and 
by  other  devices  the  anthracite  operators  have  done  much  to  flatten 

24  Idem,  pp.  295-6. 
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the  curve  of  demand  and  have  raised  their  working  time  to  a  point  far 
above  that  reached  bj  the  bituminous  industry. 

Various  measures  designed  either  to  stabilize  the  demand  for  bitu- 
minous coal  or  to  regulate  competition  and  overdevelopment  have  been 
proposed,  and  will  be  discussed  in  turn.  The  writer  has  no  new  solu- 
tion to  offer  and  no  concern  with  any  of  the  measures  advanced  by 
others  beyond  a  statement  of  their  merits  and  defects. 

The  30-Jwur  week.  One  of  the  arguments  advanced  by  the  United 
Mine  Workers  in  favor  of  the  6-hour  day  and  the  5-day  week  has  been 
that  this  arrangement  would  limit  the  amount  of  coal  that  could  be  pro- 
duced in  the  season  of  brisk  demand,  and  so  force  greater  activity  in 
the  slack  season.^^  Although  this  might  be  the  immediate  result,  it  is 
hard  to  see  how  the  plan  would  in  any  way  change  the  demand.  Its 
first  effect  would  be  to  cause  high  prices  at  the  mines  for  coal  for  winter 
delivery.  It  would  encourage  new  development  and  so  would  tend  to 
make  worse  the  very  condition  it  is  supposed  to  improve. 

More  cars.  To  the  operator  marketing  his  coal  in  times  of  high 
prices,  nothing  is  more  disappointing  than  the  "car  shortage"  that  is 
likely  to  prevail  at  such  times.  Dissatisfaction  with  existing  transpor- 
tation facilities  takes  two  forms:  (1)  complaints  of  unequal  distribution 
of  the  car  supply,  due  to  the  practice  of  assigning  cars,  the  use  of  pri- 
vate cars,  etc.;  and  (2)  complaints  of  general  inadequacy  of  the  trans- 
portation system,  either  through  lack  of  sufficient  cars,  sufficient  motive 
power,  yard  and  track  facilities,  or  any  other  cause  which  prevents  cars 
from  being  placed  and  removed  as  fast  as  the  mines  are  able  to  load 
them.  With  the  first  of  these  complaints  we  need  not  concern  ourselves 
here.  The  disagreement  over  assigned  cars  is  essentially  a  dispute  be- 
tween the  operators  and  the  railroads.  It  has  no  great  influence  on  the 
working  time  of  the  industry  as  a  whole,  except  indirectly  as  it  may 
cause  dissatisfaction  among  the  workers  in  certain  mines  and  thereby 
may  breed  strikes. 

With  regard  to  the  second  complaint,  it  is  clear  that  at  present  the 
peak  demand  for  cars  is  far  in  excess  of  the  supply.  Whenever  the 
market  is  active,  transportation  tends  to  become  the  limiting  factor  in 
coal-mine  operation,  which  is  simply  another  way  of  saying  that  the 
mines  are  developed  to  a  capacity  far  in  excess  of  the  car  and  track 
capacity.  The  adequacy  of  the  present  railroad  equipment  available 
for  handling  coal  is  discussed  in  Mr.  Gutheim's  paper.  No  doubt  we 
need  more  cars.    The  point  will  bear  emphasis,  however,  that  merely  in- 

25  Increased  Price  of  Coal,  Hearings  before  a  Subcommittee  of  the  Committee  on 
Interstate  Commerce,  U.  S.  Senate  66th  Congress,  1st  Session,  pursuant  to  S,  Res. 
126,  Part  I,  p.  295,  1919.  Also  United  States  Bituminous  Coal  Commission,  Ma- 
jority and  Minority  Reports  to  the  President,  pp.  45-7,  83-4,  1920, 
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creasing  the  transportation  facilities  will  not  improve  the  working  time 
at  the  mines  over  an  extended  period.  More  transportation  will  have 
no  effect  on  the  seasonal  character  of  the  demand  for  coal.  In  fact,  un- 
limited transportation  would  tend  to  emphasize  the  inequality  between 
spring  and  fall  demand.  Car  shortage  in  time  of  active  buying  has  been 
the  sole  influence  depressing  the  peak  of  seasonal  demand,  the  only 
thing  that  has  kept  us  all  from  ordering  our  coal  the  week  before  we 
wanted  to  burn  it.  While  car  shortages  have  been  of  frequent  occur- 
rence, it  is  a  curious  fact  that  only  in  a  few  instances  have  they  cur- 
tailed the  consumption  of  coal.  In  the  winter  of  1917-18  consumers 
actually  went  without  coal,  the  cause  being  unmistakably  the  failure 
of  the  railroads  to  provide  cars  for  loading  coal  at  the  mines,  or  still 
more,  to  deliver  coal  already  on  wheels.  But  for  the  most  part  the 
effect  of  car  shortages  has  been  to  limit  the  quantity  of  coal  which 
could  be  produced  in  the  fall  and  winter,  thereby  putting  up  the  price 
and  inducing  many  consumers  to  lay  in  a  reserv^e  supply  in  the  spring 
and  summer. 

Furthermore,  it  is  no  less  important  to  utilize  the  railroad  plant 
steadily  throughout  the  year  than  to  provide  regular  employment  for 
the  mine  plant.  The  investment  in  open-top  cars  alone  is  at  least  of  the 
same  order  of  magnitude  as  the  investment  in  coal  mining,  and  the 
share  of  the  entire  capital  invested  in  the  railroads  of  the  country  that 
is  applied  to  hauling  coal  is  probably  much  greater.  To  ask  the  rail- 
roads to  spend  money  enough  to  give  the  mines  a  100-per  cent  car  sup- 
ply in  times  of  peak  demand  is  to  ask  them  to  do  the  very  thing  the 
operators  themselves  are  trying  to  avoid.^® 

The  statement  that  a  great  increase  in  the  number  of  cars  and  in 
transportation  facilities  will  be  of  no  benefit  to  the  industry  applies 
only  to  the  industry  as  a  whole;  it  may  not  apply  in  a  particular  lo- 
cality. New  cars  under  private  operation  of  the  railroads  will,  of 
course,  mean  new  cars  on  particular  lines,  not  on  the  railroad  system 
considered  as  a  whole.  New  cars  on  the  Chesapeake  &  Ohio  Railroad 
may  largely  benefit  the  operators  along  that  road,  making  it  possible 
for  them  to  participate  in  larger  degree  in  supplying  the  country's  de- 
mand for  coal,  but  what  the  Chesapeake  &  Ohio  operators  gain  other 
operators  on  other  railroads  lose.  Let  no  one  suppose  that  by  indis- 
criminately increasing  the  number  of  cars  and  the  carrying  capacity 
of  the  railroads,  the  problem  of  irregular  operation  in  the  coal  industry 
will  be  solved. 

Dovetailing  zeork  rvitli  other  seasonal  industries.  It  is  frequently 
urged  that  mine  workers  may  find  employment  in  other  occupations 
during  periods  of  idleness,  and  in  fact,  there  is  a  slight  seasonal  migra- 

26  Smith  and  Tryon,  op.  cit.,  p.  22. 


QQ  American  Economic  Association 

tion  of  men  to  and  from  the  mines.  The  evidence  submitted  to  the 
Bituminous  Coal  Commission  on  this  point,  however,  failed  to  indicate 
that  the  opportunities  for  such  transfer  of  labor  from  mine  to  farm  or 
factory  are  extensive.  The  most  promising  field  for  the  practice  would 
appear  to  be  the  Middle  West,  where  many  of  the  mines  are  near  farm- 
in  o-  regions.  If  the  mines  were  closed  during  the  entire  summer,  the 
miners  might  indeed  seek  other  employment,  but  instead  they  continue 
to  work  two  or  three  days  a  week.  Mining  on  an  extensive  scale,  at 
least,  is  of  necessity  a  continuous  operation.  Unless  roof  and  bottom 
are  unusually  stable  any  long  interruption  to  operation  invites  dis- 
aster. Furthermore,  in  the  Appalachian  region,  where  the  greater  part 
of  the  coal  is  produced,  most  of  the  mining  towns  are  far  from  other 
industries.  The  typical  mining  settlement  of  West  Virginia  is  in  a 
narrow  mountain  valley,  where  space  for  even  gardening  around  the 
houses  of  the  employees  is  scanty.  The  proposal  is  suggestive  enough 
to  deserve  careful  study,  but  it  appears  to  offer  no  adequate  solution 
for  intermittency  of  employment  at  the  mines. 

Storage  of  coal.  It  has  been  frequently  pointed  out  that  as  long  as 
consumption  is  seasonal,  and  in  a  climate  like  that  of  North  America 
it  must  always  be  seasonal,  the  only  way  to  insure  steady  working  time 
at  the  mine  is  to  provide  adequate  storage  facilities  at  some  point  be- 
tween the  coal  in  the  ground  and  the  furnace  of  the  consumer. 

The  extension  of  the  practice  of  storage  turns  upon  a  technical  prob- 
lem, the  feasibility  of  storing  coal  on  a  large  scale  without  spontaneous 
combustion  and  undue  losses  through  escape  of  volatile  matter  or 
physical  degradation.  The  coals  of  the  Appalachian  region  can  gen- 
erally be  stored  more  easily  than  those  of  the  Mississippi  Valley.  As 
to  the  feasibility  of  stocking  the  former  there  can  be  no  doubt,  for  they 
are  stored  by  the  Northwestern  Coal  Dock  operators  in  enormous  quan- 
tities under  trying  conditions.  There  is  a  widespread  belief  that  the 
coals  of  the  Mississippi  Valley — Illinois,  Indiana,  Western  Kentucky, 
and  the  fields  from  Iowa  to  Texas — will  not  endure  storage.  Careful 
investigation  by  the  engineers  who  have  devoted  most  attention  to  this 
subject,  however,  indicates  that  with  due  precautions  these  coals  also 
may  be  stored.^^  Of  course  the  precautions  necessary  cost  money,  and 
to  be  economically  practicable,  must  be  offset  by  beneficial  results. 

The  most  convincing  demonstration  of  the  practicability  of  storing 
western  coal  in  large  quantities  is  seen  in  the  fact  that  on  the  day  of 
the  armistice  consumers  had  on  hand  63,000,000  tons  of  soft  coal,  an 
amount  sufficient  for  six  weeks  and  three  days'  supply.    Millions  of  tons 

27  H.  H.  Stock,  Storage  of  Bituminous  Coal:  Mining  and  Metallurgy,  Number  159, 
Section  3,  p,  29,  March,  1920. 
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of  this  coal  were  mined  in  the  Middle  West."^  In  fact,  by  order  of  the 
Fuel  Administration  Appalachian  coal  had  been  zoned  out  of  most  of  the 
Mississippi  Valley  except  for  small  quantities  moving  under  permit.  Al- 
though the  purchasers  of  this  western  coal  reported  many  fires,  only  a 
small  part  of  it  burned  up  or  blew  away,  and  the  carry-over  into  1919 
was  so  heavy  as  to  depress  the  market  for  months  thereafter.  Western 
coal  has  been  stored  in  quantities  sufficient  to  stabilize  the  demand. 
What  was  done  during  the  war  can  be  done  again,  if  only  the  necessary 
incentive  is  provided. 

Storage  at  the  mine.  It  is  frequently  urged  by  those  who  are  un- 
familiar with  mining  conditions  in  America  that  stocks  of  coal  should 
be  maintained  at  the  mouth  of  the  mine.  This  is,  indeed,  the  prevail- 
ing practice  in  parts  of  Belgium  and  other  countries  on  the  Continent, 
but  under  the  conditions  that  exist  in  the  United  States  the  practice 
would  be  of  value  only  in  evening  up  the  small  irregularities  in  opera- 
tion during  a  given  week.  It  would  have  no  influence  on  the  seasonal 
movement  of  coal  from  mine  to  consumer,  and  would  therefore  leave  un- 
touched one  of  the  most  glaring  ill  effects  of  the  present  system — the 
unequal  load  upon  the  railroads.  Neither  would  it  furnish  a  reserve 
for  the  protection  of  the  consumer  against  a  breakdown  in  transporta- 
tion, and  experience  during  the  war  has  shown  that  actual  suffering  and 
the  closing  down  of  plants  are  due  more  to  delays  in  the  delivery  of 
loaded  coal  than  to  diminution  in  the  rate  of  output  at  the  mines.  So 
many  consumers  depend  upon  the  mobile  reserve  of  coal  in  transit  that 
any  interruption  to  normal  movement  on  the  railroads  means  a  scarcity 
of  coal.  In  addition  to  these'  facts  the  extra  cost  of  putting  the  coal 
in  storage  and  reclaiming  it  militates  against  storage  at  the  mine.  As 
someone  has  aptly  put  it,  the  cheapest  place  to  store  coal  at  the  mine 
is  underground  in  the  bed. 

Storage  en  route.  Accumulations  of  coal  may  sometimes  be  kept  ad- 
vantageously at  points  along  the  way  from  mine  to  place  of  use.  Ex- 
amples of  this  practice  are  seen  in  the  great  storage  yards  that  were 
constructed  years  ago  by  the  producers  of  anthracite.  These  yards  are 
used  as  reservoirs  to  receive  the  excess  production  in  summer  and  to 
furnish,  on  the  approach  of  winter,  the  additional  tonnage  called  for 
by  the  heavier  demand  at  that  season.  It  is  noteworthy  that  they  were 
established  near  points  of  greatest  consumption,  close  to  New  York 
City  and  to  the  piers  from  which  shipments  were  made  by  water  to  New 
England.  Only  one  yard,  and  that  of  small  capacity,  was  located  in 
tlie  anthracite  region  itself.     To  this  type  of  storage  belongs  also  the 

28  F.  G.  Tryon,  Consumers  Stocks  of  Bituminous  Coal,  March  1  and  June  1,  1920, 
Report  of  Inquiry  by  U.  S.  Geological  Survey  in  cooperation  with  U.  S.  Bituminous 
Coal  Commission  and  Council  of  National  Defense,  p.  4,  11,  14,  17,  Washington,  1920. 
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great  system  of  docks  at  the  head  of  Lakes  Superior  and  Michigan,  de- 
signed to  accommodate  both  anthracite  and  bituminous  coal,  which  con- 
stitutes probably  the  greatest  storage  plant  for  coal  in  the  world.  The 
docks  are  necessary  because  navigation  on  the  Lakes  must  be  com- 
pleted between  April  15  and  December  10,  and  they  exercise  a  beneficial 
influence  on  working  time  in  the  fields  of  the  northern  and  middle  Ap- 
palachians, Avhich  supply  the  Lake  trade.  To  whatever  extent  similar 
storage  facilities  can  be  constructed  elsewhere,  the  working  time  in 
other  districts  will  be  equalized.  Experience  suggests,  however,  that 
such  intermediate  storage  is  feasible  only  at  some  natural  breaking 
point.  To  halt  the  loaded  train  halfway  to  its  destination,  store  the 
coal,  and  later  reload  and  transport  it  the  remainder  of  the  journey 
would  be  so  expensive  that  the  stored  coal  could  not  compete  with  that 
sent  by  through-shipment.  The  real  objection  to  intermediate  storage 
as  a  solution  of  the  problem  of  irregular  operation  is  that  it  does  not 
guarantee  a  steady  supply  to  the  consumer,  because  the  last  link  in  the 
chain  of  transportation  may  fail  at  the  critical  moment.  Thus,  storage 
yards  for  bituminous  coal  in  the  vicinity  of  New  York  would  have 
availed  little  to  supply  New  England  during  recent  periods  of  shortage, 
for  the  congestion  in  traffic  through  the  gateways  over  the  Hudson  has 
on  many  occasions  been  the  limiting  factor  in  supplying  New  England. 
Not  the  least  of  the  benefits  of  storage  is  the  security  it  confers  upon 
the  consumer,  and  that  security  is  not  his  until  the  coal  is  actually  in 
his  bin. 

Storage  at  point  of  coKnsumption.  The  true  remedy  for  the  seasonal 
fluctuation  in  the  demand  for  coal  is  therefore  storage  at  the  place  of 
use,  which  will  insure  the  consumer  against  the  menace  of  interruption 
to  his  line  of  communication  with  the  mine.  The  magnitude  of  the  task 
of  storing  enough  coal  to  equalize  the  demand  is  not  so  great  as  might 
at  first  be  supposed.  We  already  habitually  accumulate  a  considerable 
stock  against  winter  requirements.  If  In  addition  to  the  present  nor- 
mal stock,  20,000,000  tons  can  be  put  In  storage  between  March  1  and 
August  1,  the  task  Is  done.  It  is  urged  that  the  expense  of  construct- 
ing new  storage  facilities  would  be  prohibitive.  The  experience  of  the 
war  Indicates  that  the  additional  facilities  required  can  somehow  be 
found,  for  on  the  day  the  armistice  was  signed  the  total  quantity  of 
bituminous  coal  in  commercial  storage  was  at  least  63,000,000  tons, 
and  It  Is  improbable  that  the  normal  stocks  on  November  11  exceed 
40,000,000  tons.^^  Where  the  extra  23,000,000  tons  was  accommo- 
dated is  something  of  a  mystery  to  the  coal  fraternity.  Clearly  much 
of  it  was  In  emergency  stock  piles  inadequately  protected  and  incon- 
veniently placed.  The  fact  that  It  was  accommodated  somehow  indi- 
cates, however,  that  the  task  of  storing  enough  coal  to  equalize  the  de- 
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mand  is  by  no  means  an  impossible  one.  What  was  accomplished  once 
by  the  consumer  can  be  accomplished  again,  provided  only  that  stor- 
age is  made  attractive  to  him. 

Summer  discount  in  prices.  To  interest  the  consumer  some  induce- 
ment in  dollars  and  cents  must  be  offered  which  will  counterbalance  the 
cost  of  storage.  The  most  successful  inducement  in  actual  practice 
has  been  the  summer  discount  in  the  price  of  anthracite,  which  was  in- 
troduced by  the  railroad  companies  in  the  anthracite  region  in  the  year 
1900.  The  maximum  discount  offered  amounted  to  50  cents  a  ton  in 
the  month  of  April,  and  was  progressively  reduced  as  the  season  ad- 
vanced. It  was  some  years  after  the  summer  discount  was  first  offered 
before  the  working  time  in  the  anthracite  region  showed  marked  im- 
provement, but  since  about  1910  the  number  of  days  lost  per  year  has 
notably  decreased,  and  the  summer  discount  has  no  doubt  contributed 
to  that  improvement.^^  Some  of  the  leading  producers  in  Oklahoma 
and  Arkansas  have  followed  the  same  practice  for  years  with  beneficial 
results.^"  Summer  discounts  on  gas  and  domestic  coals  were  also  made 
by  the  Rhenish  Westphalian  Coal  Syndicate,  of  Germany. ^^  It  should 
be  noted,  however,  that  summer  differentials  in  mine  prices  are  prac- 
ticable only  where  competition  is  limited.  If  applied  generally  to  sales 
of  steam  coal  in  the  United  States,  the  practice  would  involve  the  use 
of  methods  which  would  probably  be  construed  to  violate  the  anti-trust 
laws. 

Sliding  wage  scale.  One  means  of  making  possible  seasonal  differences 
in  mine  prices  is  a  sliding  wage  scale  that  varies  with  the  season. ^^  The 
sliding  scale  that  was  introduced  into  the  anthracite  region  in  1902  by 
direction  of  the  Anthracite  Coal  Commission  was  not  designed  primarily 
to  assist  summer  discounts  in  price,  but  it  did  in  fact  facilitate  them.^' 
Under  this  scale  the  wage  rate  was  increased  1  per  cent  for  every  in- 
crease of  5  cents  a  ton  in  the  price  of  anthracite  at  New  York  harbor, 
and  decreased  as  the  New  York  price  declined,  except  that  at  no  time 
was  the  Avage  rate  to  fall  below  a  prescribed  minimum.     The  sliding 

29  Smith  and  Tryon,  op.  cit.,  p.  28. 

30  Communication  from  J.  G.  Puterbaugh,  President,  McAIester  Fuel  Company, 
McAlester,  Okla. 

31  E.  Gruner  et  G.  Bousquet,  Atlas  Gcnerale  des  HouilUres,  Part  II,  pp.  128-9. 
Summer  discounts  in  price  appear  not  to  have  been  introduced  until  1906,  although 
the  syndicate  was  organized  in  1893,  Two  prices  were  announced,  one  for  summer 
and  one  for  winter,  the  differential  amounting  to  about  10  per  cent  of  the  winter  price. 

^'^  Report  of  Coal  Stabilization  Committee  of  American  Institute  of  Mining  and 
Metallurgical  Engineers,  Section  3  (d)  :  Mining  and  Metallurgy,  No.  186,  p.  11,  De- 
cember, 1920. 

33  Anthracite  Coal  Strike  Commission,  Report  to  the  President  on  the  Anthracite 
Coal  Strike,  May-October,  1902,  pp.  71-2,  1903. 
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wage  scale  was  abandoned  by  agreement  in  1912,  but  during  the  decade 
it  was  in  force  it  no  doubt  assisted  in  maintaining  the  summer  discounts 
in  prices.  As  the  mine  laborers  will  benefit  more  than  anyone  else  by  a 
stabilization  of  working  time  it  seems  not  unreasonable  that  part  of  the 
burden  should  be  borae  by  them.  Such  a  sliding  scale  would  presuppose 
premiums  during  winter  as  well  as  reductions  in  spring  and  summer. 
The  sliding  wage  scale  has  the  further  advantage  that  it  could  be 
adopted,  provided  both  parties  were  agreed,  by  making  it  a  feature  of 
the  wage  contracts  between  the  unions  and  the  operators.  This  course 
would  avoid  violations  of  the  anti-trust  laws  and  would  offer  a  means 
of  regulating  the  seasonal  demand  that  could  be  put  into  operation  by 
the  industry  itself,  without  legislation. 

Seasonal  freight  rates.  The  most  promising  measure  to  induce  sum- 
mer storage  by  the  consumer  which  has  so  far  been  proposed  in  the 
United  States  is  the  establishment  of  seasonal  freight  rates  on  coal.  A 
bill  introduced  into  Congress  by  Senator  Frelinghuysen  in  March,  1920, 
provided  for  graduated  reductions  in  freight  rates  from  February  to 
July,  and  graduated  increases  from  August  to  January.^*  The  maxi- 
mum spread  between  the  highest  and  lowest  months  was  50  cents  a  ton. 
It  was  to  be  expected  that  the  universal  application  of  any  change  in 
coal  freight  rates  would  disturb  established  competitive  relations  be- 
tween different  fields  and  different  types  of  coal,  and  this,  it  was  shown, 
would  be  the  probable  effect  of  the  Frelinghuysen  plan.  The  bill  was  in 
general  supported  by  operators  in  the  Mississippi  Valley  and  the  South- 
west and  was  opposed  by  the  Appalachian  shippers  and  by  certain  wes- 
tern producers,  who  thought  that  their  coals,  which  are  ill  adapted  to 
storage,  would  suffer  by  competition  with  the  coals  of  other  fields.  No 
one  set  of  differentials  can  be  devised  which  will  fit  the  business  of  all 
districts,  for  though  in  most  fields  there  is  a  seasonal  demand,  the  type 
curves  of  demand  in  the  Appalachian  region  differ  noticeably  from 
those  of  the  West.  As  drafted,  the  bill  did  not  affect  intra-state  rates 
on  coal,  and  it  was  pointed  out  that  unless  intra-state  rates  were  swung 
into  line  with  the  differential  rates  on  interstate  business,  the  result 
would  be  confusion  indeed.  As  the  coal  moving  in  strictly  intra-state 
business  constitutes  37  per  cent  of  the  total,  exclusive  of  shipments  to 
tidewater  and  the  Lakes,  the  necessity  of  working  out  a  harmonious  set 
of  differentials  on  all  coal  traffic  is  obvious,  If  the  Idea  is  to  be  applied 
at  all.^^    These  difficulties  suggest  that  legislation  intended  to  establish 

34  Senate  Bill  4087,  and  Senate  Bill  4278,  66th  Congress,  1st  Session.  For  dis- 
cussion, see  Tncrensed  Price  of  Coal,  Jleanngs  before  a  Subcommittee  of  the  Oom- 
miifee  on  Interstate  Commerce,  66th  Congress,  1st  Session,  purstiant  to  S.  Res.  126, 
Part  4,  1919. 

35  F.  G.  Tryon,  Seasonal  Freight  Rates  Will  Affect  Coal  Fields  in  Varying  De- 
grees: Coal  Age,  Vol.  17,  p.  1033,  May,  1920. 
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seasonal  rates  should  be  drawn  only  in  the  broadest  terms,  and  that 
large  discretionary  powers  sliould  be  vested  in  the  Interstate  Com- 
merce Commission.  If  the  application  of  the  principle  were  made  suffi- 
ciently elastic  many  of  the  objections  raised  by  operators  in  particular 
fields  could  be  avoided.  The  differentials  proposed  were  probably  suf- 
ficient to  offer  a  real  inducement  to  store  coal.  They  were  at  least  much 
in  excess  of  the  normal  seasonal  swing  in  spot  prices  in  most  districts. 
Of  the  remedial  measures  proposed  the  principle  of  seasonal  rates 
appears  to  offer  the  greatest  promise  of  affecting  the  seasonal  demand 
for  coal.  Its  chief  advantage  lies  in  the  fact  that  it  can  be  applied  by 
statute  without  any  fundamental  change  in  the  regime  of  competition 
to  which  the  bituminous  industry  is  at  present  committed. 

A  counter-proposal  offered  by  the  operators  as  a  substitute  for  sea- 
sonal rates  was  a  drawback  or  rebate  on  the  freight  charges  paid  on 
coal  actually  put  in  storage.^*^ 

Deflating  Mine  Capacity 

It  will  be  noted  that  most  of  the  foregoing  devices  are  designed  to 
overcome  the  seasonal  demand.  If  successful,  their  net  effect  would  be 
to  distribute  the  total  annual  output  in  twelve  equal  monthly  install- 
ments. This  result,  desirable  as  it  is  from  many  points  of  view,  would 
not  of  itself  remove  the  present  discrepancy  between  annual  capacity 
and  annual  requirements.  If  an  even  distribution  of  demand  could  be 
effected  at  once  it  would  increase  the  number  of  days  worked  in  April 
only  to  decrease  them  in  November,  and  the  total  number  of  days 
worked  in  the  year  would  remain  the  same.  We  should  still  have  an 
excess  mine  capacity  of  250,000,000  tons  and  an  excess  labor  force  of 
175,000  men. 

The  annual  working  time  can  be  raised  only  by  deflating  the 
swollen  mine  capacity — the  overdevelopment  and  overmanning  of 
the  mines.  To  what  extent  the  evening  up  of  demand  would  contribute 
to  this  deflation  is  problematical.  It  ought  to  minimize  fluctuations  in 
mine  price  and  therefore  to  remove  the  periodic  high  spot  prices,  which 
have  heretofore  been  one  of  the  chief  incentives  to  overdevelopment. 
Among  its  results  should  be  fewer  new  mines  and  slower  development  of 
old  mines.  Its  effect  could  at  best  be  but  gradual  and  negative,  and  a 
single  return  of  a  period  of  scarcity  with  its  orgy  of  high  prices,  such 
as  we  experienced  in  1920,  would  undo  the  work  of  years. 

The  truth  is  that  the  remedies  so  far  proposed  do  not  touch  the 
fundamental  fact  of  unlimited  competition.  They  provide  no  positive 
way  to  check  the  growth  of  mine  capacity.  So  long  as  there  is  no  limit 
to  the  opening  of  new  mines,  our  enormous  reserves  and  our  guarantee 

36  Coal  Age,  Vol.  17,  No.  21,  p.  1038,  May  20,  1920. 
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that  a  new  property  shall  get  its  share  of  the  available  transportation 
constitute  a  standing  invitation  to  new  enterprises,  an  invitation  that 
needs  only  a  tempting  rise  in  the  price  of  coal  to  find  ready  acceptance. 
There  will  remain  also  the  pressure  to  open  new  mines  in  order  to  meet 
payments  on  investments  in  coal  lands  and  the  pressure  to  increase  out- 
put in  order  to  lower  unit  costs. 

The  necessity  of  some  check  on  new  development  is  shown  by  both 
of  the  two  notable  experiments  in  the  stabilization  of  coal  mining  af- 
forded by  the  history  of  the  industry.  The  anthracite  operators  of 
Pennsylvania,  by  means  of  summer  discount  and  storage,  did  succeed 
in  eliminating  seasonal  fluctuations  in  production.  At  the  same  time, 
however,  the  small  underground  reserves  of  anthracite  had  set  a  natural 
limit  beyond  which  development  could  not  well  proceed.  The  retardation 
of  development  enabled  production — now  equalized  throughout  the  year 
■ — to  overtake  mine  capacity.  In  1918  the  anthracite  region  averaged 
293  working  days,  or  almost  theoretically  full  time.  Even  in  1919,  a 
decidedly  abnormal  year,  the  working  time  was  266  days.^^ 

In  like  manner  the  essential  object  of  the  German  coal  syndicate  of 
Essen  was  to  limit  competition  in  overdevelopment  and  overproduction. 
The  conditions  leading  to  the  formation  of  the  syndicate — rapid  de- 
velopment, overproduction,  irregular  demand,  and  sharp  fluctuations  in 
price — remind  one  strongly  of  the  conditions  in  many  coal  fields  of  the 
United  States  today. 

How  far  the  industry  itself  can  go  in  checking  overdevelopment,  in 
view  of  our  present  anti-trust  laws,  is  a  question.  During  the  crowded 
four  years  from  1916  to  1920  forces  have  been  at  work  which  tend  to 
a  unification  of  policy  and  of  interest.  We  hear  of  consolidations  of 
strong  companies  within  the  same  field ;  of  acquisition  by  prosperous 
concerns  in  one  field  of  properties  in  rival  fields ;  of  heavy  investments 
in  captive  mines  by  industrial  consumers  and  railroads.  We  have  seen 
an  increase  in  the  number  of  operators'  associations  and  in  the  work 
done  by  them,  which  culminated  in  the  formation  of  the  National  Coal 
Association  in  1917.  The  experience  which  the  operators  obtained  dur- 
ing the  war  compelled  them  to  get  together  and  to  adopt,  for  the  time 
being  at  least,  a  national  viewpoint.  Not  the  least  potent  influence 
toward  unification  has  been  the  prosperity  attained  during  the  war, 
which  lifted  the  industry  from  a  condition  of  near-insolvency  and  set  it 
on  its  feet.  This  prosperity  alone  has  provided  a  larger  working  capi- 
tal and  made  possible  the  purchase  of  machines,  improvements  in  mining 
practice,  and  a  general  improvement  in  technical  efficiency. 

But  while  these  forces  have  been  tending  toward  unified  operation  a 
set  of  opposing  forces  has  been  at  work  in  the  other  direction.  The 
37  U.  S.  Geological  Survey,  Weekly  Coal  Report  No.  169,  p.  7,  October  9,  1920. 
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high  prices  and  attractive  profits  and  the  magnitude  of  the  war-time 
demand  have  resulted  in  an  extraordinary  enlargement  of  mine  capacity. 
It  is  a  question  which  of  the  opposing  forces  has  made  the  greater 
headway.  One  fact  is  fairly  clear.  The  tendency  to  combine  has  not 
gone  far  enough  to  squeeze  out  the  water.  The  discrepancy  between 
capacity  and  demand  is  probably  greater  now  than  it  was  in  August, 
1914. 

Were  the  coal  operators  the  only  ones  affected  by  the  overdevelop- 
ment the  public  might  with  reason  refuse  to  accept  any  responsibility 
in  the  matter,  but  after  all  it  is  the  coal-consuming  public  that  must 
pay  for  the  whole  expensive  business.  We  must  see  our  underground 
reserves  depleted  most  wastefuUy,  not  because  the  operator  is  unaware 
of  the  loss,  but  because  to  him  it  is  not  waste  but  a  response  to  the 
dictates  of  competition.  We  must  pay  the  labor  and  capital  engaged 
in  coal  mining,  not  only  for  the  215  days  during  which  they  work  but 
for  the  93  days  during  which  they  are  idle.  We  must  pay  the  rail- 
roads of  the  Middle  West  charges  and  depreciation  on  the  coal  cars 
that  lie  idle  in  summer.  We  hear  talk  of  the  social  cost  of  universal 
military  training.  The  number  of  men-days  of  enforced  idleness  in 
bituminous  mining  in  the  United  States  is  equivalent  to  the  loss  of  time 
involved  in  giving  three  months'  military  training  to  the  year's  class  of 
all  the  young  men  in  the  country — truly  a  large  price  to  pay  for  the 
blessings  of  competition  in  a  single  industry. 

In  thus  outlining  some  of  the  evils  of  unlimited  competition,  the  writer 
has  ignored  but  not  forgotten  the  problems  which  would  be  raised  by 
the  alternative.  Combination  in  any  form  would  probably  necessitate 
fundamental  readjustments  of  the  public's  relation  to  the  coal  business 
and  would  involve  precedents  of  far-reaching  significance,  applicable  to 
other  industries.  The  discussion  of  what  those  readjustments  should 
be,  if  any,  is  left  to  other  and  wiser  students  of  the  coal  industry. 


COST,  PRICES,  AND  PROFITS  OF  THE  BITUMINOUS  COAL 

INDUSTRY 

By  David  L.  Wing 
Washington,  D.  C. 

I.  Costs 

Prewar  statistics. — Mr.  Lesher  has  already  referred  you  to  the  de- 
pressed condition  in  the  bituminous  coal  industry  during  the  years  im- 
mediately preceding  the  war,  which  led  to  the  request  on  the  part  of 
many  operators  for  an  investigation  of  the  industry  by  the  Federal 
Trade  Commission  in  an  effort  to  find  remedies.  The  Rainey  Resolution 
directing  such  investigation  was  passed  by  Congress  in  August,  1916. 
As  soon  as  the  Commission  began  its  work,  it  encountered  the  greatest 
difficulty  in  getting  at  the  facts,  due  to  the  backward  state  of  cost  ac- 
counting in  the  industry.  In  fact,  at  conferences  held  with  operators 
at  Chicago  and  Cleveland,  in  the  fall  of  1916,  the  Commission  was 
urged  by  them  to  use  its  compulsory  powers  to  establish,  through  a 
cost  reporting  system,  a  uniformity  of  cost  accounting  which,  through 
its  educational  value,  would  promote  stabilization  in  the  industry.  The 
Commission  at  that  time  felt  itself  unable  to  undertake  such  a  step. 
About  a  year  later,  during  the  war  emergency  and  after  the  passage 
of  the  Lever  Act,  and  after  the  fixing  of  maximum  prices  for  bituminous 
coal,  and  the  establishment  of  the  Fuel  Administration  to  control  the 
coal  industry,  the  Commission,  at  the  request  of  Dr.  Garfield,  did  use  its 
compulsory  powers  to  install  a  monthly  cost  reporting  system. 

Brief  sketch  of  Federal  Trade  Commission's  cost  work.  Costs  which 
were  obtained  directly  from  the  operators'  books  by  the  Commission's 
own  agents  covered  operators  producing  some  75,000,000  tons  an- 
nually. Costs  also  were  obtained  through  the  monthly  cost  reporting 
system,  and  through  data  filed  for  1916  and  1917  by  operators  in  sup- 
port of  claims  for  revision  of  prices.  The  reasons  for  the  installation 
of  this  system  of  cost  reporting  was  to  secure  information  on  which 
governmental  regulation  of  prices  could  be  based.  There  were  many 
difficulties  encountered  in  installing  the  system.  The  burden  placed 
on  operators  was  especially  heavy  at  the  start.  There  was  necessarily 
much  delay  in  reporting;  also  there  were  difficulties  met  in  the  compila- 
tion and  revision  of  the  returns,  after  they  had  been  collected.  There 
has  been  criticism  that  changes  of  the  cost  forms  were  made  from  time 
to  time  by  the  Commission.  The  reason  for  such  changes  was  that  ex- 
perience showed  them  to  be  highly  desirable  if  the  information  collected 
was  to  meet  the  primary  aim — to  secure  information  needed  for  gov- 
ernmental regulation.  There  was  also  a  secondary  aim,  which  was  to 
help  the  operator  by  furnishing  him  information  that  he  needed  con- 
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cerning  conditions  in  the  industry.  For  example,  the  wage  increase, 
which  Dr.  Garfield  was  called  to  determine  in  November,  1917,  showed 
the  need  for  an  absolutely  clear  distinction  between  labor  and  supply 
costs.  While  the  1917  form  called  for  this  distinction,  many  operators 
reported  these  two  costs  in  combined  form,  and  the  1918  form  was 
altered  to  make  the  distinction  much  more  clear.  The  value  of  this 
alteration  in  form  was  clearly  evident  when  the  information  thus  made 
available  through  the  1918  form  was  used  by  Dr.  Garfield  in  the  set- 
tlement of  the  November,  1919,  strike.  The  1919  form  (never  used) 
and  the  1920  form  (used  for  the  reports  from  Jan. -June,  1920)  were 
designed,  not  with  the  primary  idea  of  governmental  regulation,  but 
of  gathering  and  making  public  useful  information,  and  at  the  same 
time  placing  as  little  a  burden  as  possible  on  the  reporting  operator. 

Extent  of  bituminous  cost  uork.  About  95  per  cent  of  the  soft  coal 
tonnage  mined  from  August,  1917,  to  December,  1918,  was  covered  in 
Federal  Trade  Commission  cost  work.  The  chief  divisions  of  cost 
(labor,  supplies,  general  expense,  making  up  total  f.o.b.  mine  cost) 
together  with  sales  realization,  have  been  published  in  a  series  of  six 
reports — No.  1  and  Nos.  3-7  (No.  2  covered  anthracite).  In  addi- 
tion to  showing  detailed  costs  for  1918,  for  about  95  per  cent  of  the 
tonnage,  average  costs  are  shown  on  a  representative  quantity  of  ton- 
nage in  a  number  of  fields,  for  1916,  1917,  and  1918.  Some  300  oper- 
ators producing  about  125,000,000  tons  annually  in  28  districts  are 
included  in  these  statistics.  In  the  1920  cost  work,  figures  were  ob- 
tained for  a  much  smaller  proportion  of  the  total  output.  The  1918 
statistics  cover  the  costs  of  2483  operators  throughout  the  year.  The 
January,  1920,  bulletin  covered  returns  from  1589  operators.  When 
the  bulletins  were  discontinued  with  the  June  number,  the  number  of 
operators  was  555. 

Nature  of  the  Federal  Trade  Commission  costs.  Information  col- 
lected shows  minor  subdivisions  of  labor  and  supplies  costs — grouped 
by  nature  of  the  mining  operations  such  as  mining,  transportation, 
drainage,  etc.,  and  the  chief  subdivisions  of  general  expense  (or  over- 
head) costs.  Cost  information  published  is  in  the  nature  of  summaries 
showing  labor  cost,  supplies  cost,  and  general  expense  cost,  the  total 
of  these  three  being  the  f.o.b.  mine  cost. 

There  are  other  factors  than  those  enumerated  above  which  are  mat- 
ters to  be  taken  into  consideration  in  price  determination,  but  which 
are  not  definitely  ascertainable  from  the  monthly  cost  reports.  They 
are  largely  matters  either  of  study  of  the  investment  or  of  expert  and 
professional  judgment.  The  Federal  Trade  Commission  has  not  yet 
undertaken,  on  an  adequate  scale,  a  study  of  the  Investment. 

The  costs  shown  bv  the  Federal  Trade  Commission  are  not  intended 
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to  include  any  of  the  following  items :  reserves  for  uninsurable  hazards, 
such  as  mine  fires,  floods,  cave-ins,  squeezes,  strikes,  or  other  similar 
causes  contributing  to  destruction  of  property  and  idleness  at  the 
mines ;  extra  cost  development  work  done  during  the  war  and  involving 
an  increased  risk  in  the  recovery  of  the  capital  under  a  normal  regime 
of  prices  of  coal ;  selling  expense,  where  a  selling  organization,  other 
than  the  mine  office  force,  is  maintained  in  order  to  market  the  product ; 
interest  on  the  investment,  including  borrowed  capital;  allowances  for 
income  and  excess  profits  taxes ;  profit  on  investment. 

Some  cost  generalizations.  It  should  be  always  kept  in  mind  that 
each  field  has  its  own  particular  conditions,  and  that  generalizations 
should  be  of  a  most  guarded  nature.  It  is  possible,  however,  to  point 
out  a  few  general  relationships  which  have  been  found  to  exist  in  the 
cost  figures. 

As  a  rule  the  labor  cost  forms  from  70  to  80  per  cent  of  the  total 
f.o.b.  mine  cost,  the  supplies  cost  and  general  expense  costs  being  about 
equal  to  each  other.  Despite  the  increases  in  cost  from  1916  to  1918, 
these  relationships  seem  to  have  been  fairly  constant.  It  is  this  rela- 
tive steadiness  of  the  three  principal  cost  factors  that  is  of  great  im- 
portance in  throwing  light  on  prewar  conditions. 

From  the  Federal  Trade  Commission,  Quarterly  Report  No.  2,  1920, 
I  quote  the  following  figures,  comparing  costs  for  the  first  six  months 
of  1920  with  those  of  the  same  operators  in  1918. 

Table  1 


No.  of  Oper- 
ators 

1920 

1918 

General  Competi- 
tive  Region 

Production 
Jan.-June 

f.o.b.  mine 
cost    per 
net  ton 

Average 

6  months 

Production 

f.o.b.  mine 
cost   per 
net  ton 

Central  Competitive  In- 
terstate  (a) 

131 

tons 
14,355,638 

$ 
2.20 

tons 
17,285,504 

$ 
1.83 

Eastern    Adjacent    (b) . . 

12:3 

9,361,185 

2.39 

10,760,443 

1.90 

Western  Adjacent  (c)... 

28 

2,513,222 

2.34 

2,830,655 

2.01 

Southern  Appalachian  (d) 

51 

4,904,907 

2.70 

5,017,686 

2.24 

Southw'st'rn  Int'rstate(c) 

71 

2,603,594 

3.19 

3,208,933 

2.61 

Rocky  Mountain   (f) 

57 

10,798,592 

2.57 

11,574,717 

2.12 

United    States    

460 

44,537,138 

2.45 

50,677,938 

2.01 

(a)  Includes  all  of  Illinois,  Indiana,  Ohio,  and  the  Southwest  District  of  Penn- 
sylvania. 

(b)  Includes  all  of  Maryland,  West  Virginia,  Virginia,  and  the  Central  District 
of  Pennsylvania. 

(c)  Includes  all  of  Michigan,  Iowa,  and  District  No.  1  of  Kentucky, 

(d)  Includes  all  of  Alabama,  Tennessee,  and  Districts  Nos.  2,  3,  and  4  of  Kentucky. 

(e)  Includes  all  of  Missouri,  Kansas,  Arkansas,  Oklahoma  and  Texas. 

(f)  Includes  all  of  Colorado,  New  Mexico,   North  Dakota,  Montana,  Wyoming, 
Utah,  and  Washington. 
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II.  Pkices 

The  nature  of  bituminous  coal  prices.  Coal  prices  are  of  two  kinds 
• — those  which  apply  to  coal  sold  under  contract,  and  those  which  cover 
"spot"  or  market  sales. 

This  fundamental  difference  must  be  kept  in  mind  in  all  price  dis- 
cussions on  bituminous  coal.  Coal  contracts  usually  cover  shipments 
over  several  months — often  a  year.  As  a  rule,  in  mines  east  of  the 
Mississippi  River  the  contracts  terminate  on  March  31,  the  end  of  the 
so-called  "coal  year."  Usually,  but  not  always,  "spot"  prices  are  some- 
what higher  than  contract  prices  for  the  product  of  the  same  mines, 
also  the  "spot"  prices  are  subject  to  much  greater  fluctuations.  The 
extreme  fluctuation  of  "spot"  prices  may  be  judged  from  the  following 
figures,  compiled  from  Mr.  Lesher's  report  on  Prices  of  Coal  and  Coke 
1913-1918.  The  statistics  are  for  the  Pittsburgh  field  and  the  com- 
bined Somerset  and  Cambria  fields  in  Pennsylvania,  and  for  the  com- 
bined New  River  and  Pocahontas  fields  in  West  Virginia.  They  show 
low  and  high  monthly  prices  and  average. 


Table  2 

1915 

1916 

1917 

Jan. -Dec.          i 

Jan. -Dec. 

Jan. -August 

Low    High 

Avg.  1 

Low     High    Avg. 

Low     High    Avg. 

Pittsburgh 

$  .93    $1.18; 

$1.04  : 

$1.27    $4.92    $2.07 

$3.25    $5.21    $4.72 

Somerset  &  Cambria.   .    .    . 

$1.23      2.08 

1.31 

1.38 

5.13      2.31 

3.54      5.48  !    4.25 

New  River  &  Pocahontas  . 

$1.12      1.29 

1.22 

1.24 

5.S0  i    2.13 

3.48      5.34'    4.56 

The  extreme  range  of  these  prices  in  1916  and  1917  down  to  August 
1917,  when  governmental  price  fixing  took  place  August  21,  1917,  is  in 
sharp  contrast  to  the  1915  ranges  for  the  same  fields. 

It  is  usually  estimated  that  the  proportion  of  the  total  bituminous 
coal  output  which  is  sold  under  contract  is  from  70  to  80  per  cent  of 
the  production.  There  are  few  published  figures  to  rely  on — and  of 
course  the  proportion  would  vary  widely  from  field  to  field — especially 
where  a  considerable  part  of  the  output  goes  into  domestic  use.  It  is 
highest  where  the  output  is  almost  wholly  put  to  industrial  use.  The 
following  statistics,  taken  from  the  Federal  Trade  Commission  Cost 
Report  No.  1 — Pennsylvania  Bituminous,  show  the  result  of  an  investi- 
gation made  into  the  conditions  in  May,  1917,  of  420  operators  in  seven 
counties  of  Central  Pennsylvania.  The  statistics  cover  the  sales  realiza- 
tions on  4,755,699  tons.     This  was  disposed  of  as  follows: — 

Contract   sales    81  per  cent $2.43  avg.  price  per  ton 

"Spot"  sales   19  per  cent 4.14  avg,  price  per  ton 
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The  operators  are  frequently  charged,  in  times  of  scarcity  of  coal  at 
points  of  consumption,  with  neglecting  their  contract  obligations,  in 
order  to  have  more  coal  to  sell  at  the  extreme  "spot"  prices.  There  is 
considerable  evidence  that,  at  times,  some  of  the  less  responsible  oper- 
ators have  done  this.  However,  such  practices  are  not  at  all  confined  to 
the  coal  industry.  Furthermore,  the  figures  of  actual  sales  realization, 
whenever  gathered  on  a  large  scale,  indicate  that  most  of  the  operators 
are  reasonably  careful  in  carrying  out  their  contracts.  The  public, 
however,  seeing  the  extreme  "spot"  coal  prices  and  not  realizing  how 
great  a  proportion  of  the  output,  at  all  times,  moves  under  contract 
prices,  is  likely  to  misjudge  the  operator,  and  is  prone  to  charge  him 
with  profiteering  on  the  coal  he  has  obtained  through  violation  of  con- 
tracts. 

The  Fuel  Administration  price  -fixing.  The  Fuel  Administration  in 
its  price  fixing  had  to  keep  in  mind  two  objects:  that  production  must 
be  stimulated  to  the  highest  point  allowed  by  the  available  transporta- 
tion facilities  for  handling  the  output ;  and  that  the  price  must  be  not 
unduly  burdensome  in  view  of  this  requirement  to  promote  production. 
The  fundamental  data  on  which  the  Engineer's  Committee  had  to  work 
was  the  cost  information  gathered  by  the  Federal  Trade  Commission. 
This  was  studied  by  them  and  such  adjustments  made  as  they,  in  the 
light  of  their  years  of  practical  experience,  judged  were  necessary. 
They  had  often  to  change  the  areas  of  the  districts  over  which  a  uni- 
form price  was  established.  Their  idea  was,  as  far  as  possible,  to  group 
together  mines  which  had  a  substantial  similarity  of  operating  condi- 
tions, especially  such  as  affected  costs.  All  the  costs  for  a  district  were 
then  plotted  on  a  curve ;  and,  when  the  final  districting  was  complete, 
it  would  be  found  that  the  great  majority  of  the  costs — generally  about 
80  per  cent — would  be  grouped  within  a  narrow  range,  the  upper  limit 
of  which  was  taken  as  the  "bulk  line"  so-called.  To  this  bulk  line  was 
added  the  necessary  margin  which  was  to  provide  for  such  expenses 
and  contingences  as  were  not  covered  in  the  cost  figures,  but  should 
properly  be  considered  in  the  fixing  of  prices,  especially  prices  designed 
to  stimulate  production.  On  the  figures  thus  reached.  Dr.  Garfield 
established  his  official  prices. 

The  effect  of  the  official  prices,  on  production  and  on  sales  realiza- 
tion, varied  greatly  from  field  to  field  and  from  time  to  time.  In  some 
fields  effect  of  the  control  exercised  is  much  more  evident  than  in  others. 
In  the  Federal  Trade  Cost  Reports  this  subject,  besides  being  discussed 
in  detail  in  connection  with  the  statistics  of  the  various  districts,  is 
summarized  in  the  concluding  chapter  of  Reports  Nos.  4-7  under  the 
heads  of  "Effect  of  Governmental  Price  Regulations  on  Sales  Realiza- 
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tions"  and  "Effect  of  Margins  on  Production."     The  subject  involves 
too  much  detailed  analysis  to  discuss  here. 

Course  of  the  market  after  regulation  was  lifted.  About  the  only 
information  on  the  prices  of  the  early  part  of  1919,  other  than  what 
can  be  arrived  at  for  "spot"  prices  quoted  in  the  coal  trade  journals,  is 
the  statistics  furnished  the  Frelinghuysen  Senate  Committee  by  the 
National  Coal  Association.  These  prices  collected  by  the  Association 
from  the  operators'  reports  to  it  were  reduced  to  run-of-mine  basis. 
Twelve  fields  were  covered.  The  prices,  together  with  the  last  Fuel 
Administration  price  in  effect  for  the  field  (prices  in  effect  Jan.  31, 
1919),  are  shown  in  the  following  table.  These  prices  are  practically 
"sales  realization." 

Table  3 


Fuel  Ad- 
ministra- 
tion 
Price  in 
Effect 
Jan. 31 


Field 


April 


May 


June 


July 


August 


Pittsburgh  .... 
Central  Pa.  .  .  . 
Northwest  Pa. 
Eastern  Ohio  .  .  . 
Southern  Ohio.  ,  , 
Southern  111.  .  .  . 
Central   111.    .    .    . 

Indiana 

Harlam  Field  Ky. 
Hazard  Field  Ky. 
Smokeless  Fid.  W. 
Northern  W.  Va. 


Va. 


$2.35 
2.95 
2.95 
2.36 
2.60 
2.35 
2.35 
2.35 
2.55 
2.55 
2.51 
2.50 


$2.32 
2.81 
2.52 
2.23 
2.28 
2.38 
2.16 
2.21 
2.64 
2.48 
2.79 
2.39 


$2.32 
2.65 
2.40 
1.90 
2.22 
2.44 
2.15 
2.16 
2.50 
2.56 
2.75 
2.34 


f2.35 
2.63 
2.56 
2.05  (a) 
2.17  (b) 
2.43 
215 
2.18 
2.55 
2.46 
2.74 
2.27 


$2.37 
2.74 
2.31 
1.89 
2.15 
2.45 
2.17 
2.16 
2.59 
2.30 
2.94 
2.21 


$2.47 
2.65 
2.45 
2.15 

2.48 
2.17 

3.07 

3.05 
2.46' 


a.  Includes  sales  for  Lake  season. 

b.  Does  not  include  railroad  fuel  estimated  average  $2.00  per  ton. 

Of  the  above  12  fields  it  may  be  noted  that  in  the  case  of  three — the 
Harlam  field  in  Kentucky,  the  Southern  field  in  Illinois,  and  the  Smoke- 
less (New  River  and  Pocahontas)  field  in  West  Virginia — the  uncon- 
trolled prices  April-July  were  higher  than  the  government  prices  of 
January  31. 

The  following  figures  show  a  comparison  between  the  Fuel  Adminis- 
tration prices  of  January  31  and  the  average.  It  will  be  noted  that  in 
but  one  field,  Smokeless  (W.  Va.),  was  there  an  increase  of  over  10  per 
cent;  in  the  case  of  four  fields,  the  Southern  (111.),  the  Harlam  (Ky.), 
the  Pittsburgh  (Pa.),  and  the  Hazard  (Ky.)  fields,  there  was  little  net 
change  (less  than  5  per  cent  advance  or  decrease).  In  the  case  of  three 
fields  there  was  a  decline  of  7  to  8  per  cent,  and  in  the  case  of  three 
fields  there  was  a  decline  of  over  10  per  cent. 

Inasmuch  as  costs,  because  of  the  falling  off  of  production,  were 
probably  as  high  or  higher  than  during  the  previous  year,  it  is  difli- 
cult  to  see  how  the  operators  can  be  considered  at  this  period  {early  in 
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Table  '4 


Field 


Fuel  Adm. 

price 

Jan.  31, 

1920 


Smokeless  (New  River  &  Pocahontas,  W.  Va.) 

Southern  (III.) • 

Harlam   (Ky.)    

Pittsburgh  (Pa.)    

Hazard   (Ky.)    

Indiana   

Central  (111.)    

Northern   (W.  Va.) 

Central    (Pa.)    

Eastern   (Ohio)    

Southern   (Ohio)    , 

North  West   (Pa.) 


g2.51 
2.35 
2.55 
2.35 
2.55 
2.35 
2.35 
2.50 
2.95 
2.35 
2.35 
2.95 


Average 

price 

Apr.-July 

1920 


$2.80 
2.42 
2.57 
2.34 
2.45 
2.18 
2.16 
2.30 
2.71 
2.02 
2.20 
2.45 


Increase 

or 
decrease 


1 

I 

I 

D 

D 

D 


12% 
3 
1 
1 
4 
7 


D  8 

D  8 

D  8 

D  14 

D  17 

D  17 


I — Increase. 
D — Decrease. 

1919)  as  having  asked  unreasonable  prices  for  their  product.  It  should 
be  pointed  out,  in  explanation  of  the  increase  in  price  for  the  Smoke- 
less field,  that  this  is  the  coal  most  in  demand  for  export. 

From  the  Federal  Trade  Commission  Quarterly  Report  already  cited, 
the  following  figures  of  sales  realization  are  taken,  showing  a  compari- 
son of  1918  with  the  first  six  months  of  1920. 

Table  5 


1920 

1918 

General    Competi-      No.    of 
TivE   Region              Oper- 
1        ators 

Jan.-June 
Production 

Sales  reali- 
zation per 
net  ton 

Average       Sales  reali- 
6  months      zation  per 
Production        net  ton 

Central  Competi-                                    tons 
tive    Interstate..           131           14,355,638 

$ 
2.68 

tons 

17,285,504 

$ 
2.36 

Eastern  Adjacent.  1          122 

9,361,185 

3.12 

10,760,443 

2.63 

Western  Adjacent.             28 

2,513,222 

2.84 

2,830,655 

2.54 

Southern  Appala- 
chian                 51 

4,904,907 

3.37 

5,017,686 

2.74 

Southwestern  In- 
terstate    

71 

2,603,594 

3.47 

3,208,933 

3.00 

Rocky  Mountain  . . 

51 

10,798,592 

3.09 

11,574,717 

2.60 

United  States 

460 

44,537,138 

3.00 

50,677,938    |        2.56 

III.  Profits 
No  information  is  now  at  hand  to  show  to  what  extent  operator, 
middleman,  or  retailer  in  the  coal  industry  has,  as  a  class,  profited  by 
exorbitant  prices.  Tonnage  actually  handled  must  be  considered  to 
determine  this,  since  transportation  difficulties  have  not  affected  all  to 
the  same  degree. 
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No  information  on  investment  of  sufficient  definiteness  and  accuracy 
to  be  of  scientific  value  is  yet  available.  Obviously  a  detailed  knowledge 
of  the  character  and  amount  of  the  investment — which  varies  widely 
from  field  to  field — is  necessary  to  arrive  at  profits.  Figures  for  the 
industry  as  a  whole,  such  as  appear  in  the  U.  S.  Bituminous  Coal  Com- 
mission Report,  which  lump  together  returns  from  1551  operators  all 
over  the  country  who  represented  about  one-third  of  the  coal  tonnage 
produced  in  1918,  are  not  definite  enough  for  practical  use  in  connec- 
tion with  costs  or  prices  of  different  fields. 

Wliile  the  margin  between  the  sales  realization  and  the  f.o.b.  mine 
cost,  as  compiled  by  the  Federal  Trade  Commission,  furnishes  no  exact 
measure  of  profit,  and  is  likely  to  be  misleading  if  an  attempt  is  made 
to  use  it  for  comparison  between  fields — because  of  the  wide  difference 
in  mining  conditions,  investment,  and  relative  high  or  low  cost  of  oper- 
ation— yet  it  is  of  considerable  value  in  throwing  light  on  the  changed 
conditions  in  a  given  field  at  different  periods  of  time.  For  example, 
for  the  following  eight  important  fields  it  was  possible  to  get  costs  and 
sales  realizations  by  months  for  part  or  all  of  1916,  as  well  as  1917 
and  1918. 

The  margins  for  January-March,  1916;  April-October,  1916;  and 
November,  1916-March,  1917  (the  period  after  the  "spot"  market  be- 
gan to  rise  violently,  but  before  the  1916  contracts  expired) — throw 
much  light  on  the  prewar  situation  which  led  to  the  passage  of  the 
Rainey  Resolution  in  August,  1916.  The  1918  output  of  the  operators 
is  stated  to  show  that  the  figures  can  be  considered  representative. 

Table  6 


DiSTBICT 

Number 

of 
Operators 

1918           Jan.-Mar., 
Output               1916 

April-Oct., 
1916 

Nov.,  1916- 
Mar.,  1917 

111.   District— 2.. 

5 

per  ton 

1,500,000                — 

per  ton 
$0.05  (a) 

per  ton 

$0.44 

111.  District— 3.. 

7 

13,000,000 

— 

.08(b) 

.44 

111.   District— 4.. 

2 

2,250,000 

.06 

.01 

.39 

111.   District— 6.. 

13 

12,000,000 

— 

.12 

.68 

Ind.  Bituminous. 

83 

14,000,000 

— 

.07 

.62 

Mich    State   .... 

4 

1.900.000 

— 

.16(b) 

91 

W.  Va.  Pocahontas           22                9,000,000 

.32 

.34 

.67 

W.  Va.  New  River 

10                2,500,000               .13 

.23                        .48 

W.  Va.  New  Riverj  27(c)     [  6,000,000 (c)!  — 


.22(c) 


,48  (c) 


(a)  May-Oct. 

(b)  July-Oct. 

(c)  Givea   for  purposes  of  comparison  with  the   figures  of   10  operators   in  the 
same  field. 
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The  effect  of  the  much  more  rapid  increase  of  price  over  the  increase 
in  cost  during  November,  1916-March,  1917,  is  clearly  evident  by  the 
increased  margins. 

Similar  figures  follow  for  14  important  districts  (including  the  Poca- 
hontas and  New  River  fields  also  shown  in  the  preceding  table),  the 
comparison  in  this  case  being  of  yearly  margins  for  1916,  1917,  and 
1918,  and  of  the  percentage  which  such  margins  form  of  each  dollar 
of  sales  realizations. 

Table  7 


Jf  roportion  of  each 

dollar  paid  by 

purchasers 


District 


No.  of 
opera- 
tors 


1918 
Output 


Actual  margin 
per  net  ton 


1916  I  1917  I  1918 


1916 


1917 


1918 


Southwest   Pa.      .    . 

Central   Pa 

Maryland 

West  Va.  Pocahontas 
Tug  River 
New  River 

111.  No.  1 

4 

Ohio         3 

6&9 

8 

6 

Kentucky  No,  3.    .    . 
Tennessee  No.  1.    .    . 


17 

33 

9 

22 

13 

10 

10 

2 

6 

6 

14 

12 

16 

15 


23,000,000 
9,000,000 
1,000,000 
9,000,000 
1,500,000 
2,600,000 
2,250,000 
2,250,000 
2,750,000 
4,760,000 
7,500,000 
1,750,000 
1,500,000 
1,300,000 


.17 
.08 
.33 
.37 
.23 
.24 
.03 
.10 
.21 
.21 
.21 
.30 
.19 
.01 


1.12 

.92 

1.06 

1.15 

1.19 

.95 

.33 

.31 

.82 

1.13 

1.09 

1.20 

1.11 

.74 


.60 
.78 
.61 
.89 
.65 
.81 
.42 
.40 
.55 
.86 
.68 
.73 
.66 
.44 


/o 
13 

6 
23 
80 
17 
19 

2 

9 

15 
17 
23 
20 
13 

1 


% 
42 
32 
39 
49 
44 
40 
13 
19 
36 
46 
49 
42 
39 
28 


% 
24 
25 
18 
35 
20 
29 
18 
19 
21 
33 
28 
25 
22 
14 


The  low  margins  for  periods  prior  to  November,  1916-March,  1917, 
shown  in  Table  6  throw  considerable  light  on  the  condition  of  the  in- 
dustry during  most  of  1916.  The  yearly  margins  for  1916  shown  in 
Table  7  include  the  high  prices  of  November  and  December,  1916,  and 
do  not  as  accurately  reflect  conditions  prior  to  1916.  The  deduction, 
however,  to  be  made  from  both  tables  indicates  that  the  margin  at  that 
time  formed  but  a  relatively  small  part  of  the  price  paid  by  the  pur- 
chaser. The  principal  component  of  the  f.o.b.  mine  cost,  as  has  been 
already  pointed  out,  is  the  labor  cost,  which  usually  forms  about  70 
to  80  per  cent.  This  labor  cost  is  principally  affected  by  changes  in 
the  wage  scale,  though  it  also  is  to  some  degree  affected  by  changes  in 
the  tonnage  produced.  And,  forming  as  it  does  the  predominant  item 
of  cost,  it  has,  in  normal  competitive  conditions,  a  very  direct  effect  on 
the  prices  asked,  and  hence  on  the  sales  realizations.  The  increase  made 
in  wages  for  a  number  of  years  prior  to  the  war  were  relatively  slight, 
so  that  their  effect  on  prices  was  not  marked.  As  a  result  the  sales 
realization  remained  fairly  constant  from  year  to  year.  This  may  be 
deducted  from  the  "average  value"  figures  compiled  from  Geological 
Survey  reports  for  four  important  eastern  fields. 
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Table  8 


Southwest  Pa. 

Central 

New  River 

Pocahontas 

average  value 

Pennsylvania 

West    Virginia  West    Virginia 

1911 

$1.01 

$1.01 

$  .95 

$  .92 

1912 

1.04 

1.05 

1.00 

.97 

1913 

1.13 

1.11 

1.08 

1.08 

1914 

1.06 

1.07 

1.10 

1.08 

1915 

1.03 

1.06 

1.06 

1.06 

1916 

1.28 

1.30 

1.25 

1.19 

The  "average  values"  arc  not  exactly  the  same  as  "sales  realizations," 
since  they  include  allowance  for  the  estimated  value  of  the  coal  used  for 
power-house  fuel  at  the  mines.  The  actual  "sales  realizations"  would 
be  found  to  have  been  a  few  cents  higher  than  the  "average  values" 
shown  above. 

It  is  evident  from  the  slight  changes  in  labor  cost  which  took  place 
from  1911-1915  inclusive  that  the  conditions  prior  to  November,  1916, 
had  existed  for  several  years.  And  while  the  picture  of  the  alleged 
conditions  in  the  industry  set  forth  in  the  Rainey  Resolution  may  have 
been  overdrawn  in  some  particulars,  the  evidence  is  overwhelming  as  to 
the  general  state  of  depression  and  demoralization  of  the  coal  industry 
at  that  time.    This  resolution  is  as  follows : — 

Rainey  Resolution  August,  1917 

(House  Resolution  352,  Sixty-fourth  Congress,  first  session.) 

Whereas  it  is  alleged  that  unfair  methods  of  competition  are  widely  prac- 
ticed in  the  bituminous  coal  mining  industry  of  the  United  States ;  and 

Whereas  it  is  alleged  that  in  consequence  thereof  the  industry  in  many 
districts  has  been  demoralized  financially  and  numerous  operating  companies 
have  been  forced  into  receiverships;  and 

Whereas  it  is  also  alleged  that  in  consequence  thereof  some  200,000,000 
tons  of  coal  are  permanently  lost  to  the  Nation  each  year  by  unwise  and  im- 
provident methods  of  mining;  and 

Whereas  it  is  further  alleged  that  in  consequence  thereof  some  500,000 
employees  at  the  mines  are  kept  idle  from  one  fourth  to  one  third  of  the 
working  time,  with  much  ensuing  hardship  and  loss  to  themselves  and  those 
dependent  upon  them;  and 

Whereas  such  conditions,  if  existing  in  the  bituminous-coal  industry,  vi- 
tally touch  the  interests  and  welfare  of  the  public  as  a  whole:  Therefore, 
be  it 

Resolved,  that  the  Federal  Trade  Commission  be,  and  is  hereby,  directed 
to  begin  and  make  inquiry  immediately  into  the  conditions  in  the  production 
and  distribution  of  bituminous  coal  and  to  report  the  facts  to  Congress  with 
recommendations. 

III.  Conclusion 
To  be  of  practical  value  in  the  solution  of  the  coal  problems,  the  sta- 
tistics of  costs,  prices,  and  profits,  must  relate  to  small,  fairly  homo- 
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geneous  areas.  The  diversity  of  conditions  found  to  exist  between  dif- 
ferent fields  in  the  same  state  (not  to  mention  between  mines  in  the 
same  field)  is  such  as  to  militate  against  broad  generalizations.  In  a 
relatively  few  particulars  can  generalizations  covering  any  large  por- 
tion of  the  industry  have  even  any  theoretical  value — and  even  in  those 
caution  must  be  used  if  their  application  to  the  problems  of  a  particu- 
lar field  is  in  question.  In  view  of  the  present  trend  of  public  opinion 
in  calling  on  federal  and  state  government  for  legislative  and  executive 
action,  which  affects  the  public  utility  aspects  of  the  coal  industry, 
and  restricts  the  free  play  of  such  economic  factors  in  production  as 
the  relations  between  employer  and  employed  in  regard  to  ways  and 
conditions  of  employment,  and  in  distribution  such  as  control  over  the 
disposition  of  the  product  to  different  classes  of  purchasers,  and  the 
regulation  of  prices  which  may  be  changed,  it  is  evident,  that  for  the 
benefit  of  all  concerned — whether  operator,  laborer,  or  consumer — there 
should  be  the  fullest  possible  definite,  detailed,  impartial,  authoritative 
information  available  alike  to  aU,  so  that  any  constructive  action  con- 
templated either  along  the  lines  of  legislative  enactment  or  voluntary  co- 
operation can  be  considered  in  the  light  of  a  full  knowledge  of  present 
conditions. 


SELLING  COAL 

By  George  H.  Gushing 

Managing  Director  of  the  American  Wholesale  Coal  Association 

An  eccentric  English  author  once  said  that  there  were  so  many 
opinions  as  to  how  to  use  punctuation  marks,  he  did  not  propose  to 
employ  any.  Instead  he  would  print  several  pages  of  them  at  the  end 
of  his  book  and  would  allow  the  reader  to  distribute  them  to  suit  his 
taste. 

This  paper  is  based  on  statistics.  However,  so  many  degrees  of  a 
simple  lie  can  be  told  by  figures — and  I  still  have  a  semblance  of  re- 
spect for  the  truth — I  propose  to  leave  them,  in  so  far  as  possible, 
out  of  the  text.  I  will  put  all  of  them  in  at  the  end  and  will  allow  the 
reader  to  rearrange  them  into  tables  according  to  his  liking. 

The  simple  facts  about  bituminous  coal  are: 

1.  Reports  were,  in  1918,  received  by  the  U.  S.  Geological  Survey 
from  11,038  mines. 

2.  Class  I  mines,  numbering  821  with  an  average  production  of 
about  342,000  tons  per  year,  produced  48.5  per  cent  of  the  coal  out- 
put of  1918. 

3.  Mines  numbermg  929  comprised  Class  II  with  an  average  pro- 
duction of  about  140,000  tons  per  year  and  produced  22.6  per  cent  of 
the  1918  coal. 

4.  Mines  to  the  number  of  1198  comprised  Class  III.  They  had  an 
average  production  of  about  72,500  tons  per  year  and  yielded  15  per 
cent  of  the  coal  in  1918. 

5.  Class  IV  consisted  of  2636  mines.  They  had  an  average  produc- 
tion of  about  25,000  tons  per  year  and  were  responsible  for  11.7  per 
cent  of  the  coal  of  1918. 

6.  Class  V  comprised  5545  mines.  They  had  an  average  annual  pro- 
duction of  2337  tons  and  gave  to  the  country  2.2  per  cent  of  the  1918 
coal. 

The  student  of  efficiency  and  the  amateur  economist  would  probably 
recommend  that  we  dispense  entirely  with  Class  V  mines ;  limit  sharply 
the  number  of  Class  IV  mines ;  and  throw  all  of  their  manual  and 
mechanical  energy  into  converting  Class  II  and  III  mines  into  Class  I 
mines.  Before  following  their  advice,  we  might  do  well  to  consider: 
(1)  that  we  never  get  statesmen  without  first  having  babies;  (2)  that 
when  the  big  demand  for  coal  in  1917  ripened  into  the  titanic  struggle 
to  get  coal  in  1918,  it  was  the  small  mines  alone  which  gave  the  in- 
crease. That  is,  despite  the  fact  that  there  ware  821  Class  I  mines 
in  1918,  against  792  in  1917 — a  gain  of  29 — that  group  produced 
4,363,619  less  tons  in  1918  than  in  1917. 
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Indeed  Class  III,  IV,  and  V  mines — the  insignificantly  small  mines  of 
the  nation — gave  us  all  of  our  increased  production  in  1918,  after 
first  having  made  up  some  3,000,000  tons  loss  to  which  Class  I  and 
II  mines  would  have  subjected  the  country. 

Of  course  there  are  good  reasons  for  this  bad  showing  by  the  larger 
mines.  Not  the  least  important  is  the  fact  that  the  class  I  mines  were 
managed  by  the  best  thinkers  in  the  coal  trade.  Those  men  were  forced 
to  abandon  their  businesses  to  subordinates  while  they  attended  con- 
ferences, waded  through  investigations,  and  wasted  their  time  and  ener- 
gies on  equally  fruitless  efforts.  Their  duller  associates  had  nothing 
to  do  but  produce  coal  and  did  it. 

Also,  when  Class  III,  IV,  and  V  mines  multiplied,  and  when  the  rail- 
roads had  to  serve  them  as  well  as  their  neighbors,  the  railroads  hav- 
ing only  a  limited  supply  of  cars  could  not  serve  all  to  100  per  cent, 
so  that  Class  I  and  II  mines  necessarily  fell  below. 

Finally,  Class  I  mines  quickly  ran  through  their  development  work 
and,  lacking  men  to  extend  it,  had  to  lose  production  while  they  sub- 
tracted men  from  the  face  to  drive  the  entries  and  turn  the  rooms. 

Still  it  is  a  fact  that  the  larger  mines  lost  3,000,000  tons  while  the 
smaller  mines  gained  more  than  30,000,000  tons,  leaving  the  country 
with  a  net  gain  of  about  28,000,000.  It  is  not  wise,  therefore,  to  set 
out  to  destroy  the  mines  which,  while  small  today,  give  promise  of  being 
graduated  into  a  higher  class  tomorrow,  and  which  also  serve  as  a 
factor  of  safety  for  the  country  when  there  is,  due  to  any  cause,  a  sud- 
den expansion  of  demand. 

The  Class  V  mines — commonly  called  the  "wagon  mines"  or  "the 
snowbirds" — can  be  left  out  of  any  serious  economic  discussion  of  the 
future  of  the  bituminous  industry.  They  are  like  undertakers — we  em- 
ploy them  only  upon  dreaded  occasions ;  no  one  wants  to  use  them ;  and 
still  they  are  quite  necessary.  This  leaves  us  with  only  the  mines  in 
Classes  I  to  IV  which  may  properly  be  said  to  be  dependable.  They 
represent  all  the  normal  and  natural  processes  of  nature  in  business,  in 
that  they  grow  from  little  to  big  and  from  young  to  old.  It  is  with 
them  that,  in  the  long  pull,  the  industry  and  the  public  has  to  deal. 
All  told,  in  1918,  they  numbered  some  5584  and  produced  some  566,- 
000,000  tons  of  coal.  It  is  upon  these  mines  that  the  country  has  to 
depend  for  its  supply  of  coal  in  ordinary  times.  It  is  the  effort  to  sell 
their  produce  which  creates  the  merchandising  problem  of  the  coal  in- 
dustry. 

When  we  come  to  discuss  the  sale  of  coal — or  of  anything  else — we 
have  to  take  things  as  we  find  them.  We  are  not  allowed  to  make  them 
over,  even  for  the  purpose  of  discussion,  according  to  any  of  our  own 
theories.     In  the  matter  of  selling  coal — or  anything  else — the  people 
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have  been  led  to  believe  that  the  selling  is  not  done  properly  unless  it 
is  done  by  men  employed  on  salary,  big  or  otherwise,  under  the  imme- 
diate control  of  the  producer. 

There  must  be  both  sense  and  logic  behind  that  or  so  many  would 
not  say  and  believe  it.  Personally  I  cannot  see  any  reason  to  believe 
that  a  man  who  is  a  good  producer  must  for  that  reason  alone  be  also 
a  good  merchant.  My  experience  with  men  leads  me  to  think  exactly 
the  other  way.  Therefore  I  say:  Leave  production  to  the  producer 
and  selling  to  the  merchant,  or  every  man  to  his  trade.  But  the  public 
holds  that  if  a  man  gets  a  producer's  profit  he  will  want  no  merchant's 
profit;  and  thus  the  public  will  get  its  goods  cheaper.  And  I  bow  to 
the  public  and  say :  "Get  something  for  nothing  if  you  can,  for  that 
is  the  great  game  in  life." 

We,  here,  are  not  studying  popular  psychology,  but  general  eco- 
nomics. It  is  one  of  the  implied  rules  of  general  economics  that  for 
each  distinct  risk,  investment,  and  effort  there  should  be  a  comparable 
compensation.  If  we  follow  that  theory,  we  must  say  that,  since  the 
production  effort  is  one  and  the  wholesaling  effort  another,  they  con- 
stitute two  businesses.  Each,  therefore,  should  be  compensated  com- 
mensurately  even  though  both  are  housed  in  the  same  edifice  and  offi- 
cered by  the  same  men. 

So  long,  however,  as  the  American  people  hold  fast  to  their  belief 
that  the  selling  organization  is  virtuous  only  when  controlled  by  the 
producer,  we  must  try  to  let  our  minds  go  along  with  them  unless  we 
choose  to  make  them  unhappy.  It  is  for  us  to  study  the  exact  annual 
tonnage  which  a  producing  company  must  have  before  it  can  afford  to 
abandon  reliance  upon  outside  salesmen  and  sell  its  own  coal  by  its 
controlled  or  salaried  sales  force. 

To  answer  that  question  accurately,  we  must  first  understand  at 
least  this  much :  the  coal  produced  within  no  state  is  sold  wholly  in  that 
state.  Thus,  the  meanest  operator  in  the  meanest  coal  state  must  have 
enough  of  a  sales  organization  to  sell  his  coal  in  at  least  two  states. 
Some  of  our  poorest  coals  have  a  market  spread  over  at  least  five  states. 
Our  best  bituminous  coals  sell  in  some  eighteen  or  twenty  states.  It  is 
probably  true  that  on  the  average  the  market  for  coal  of  one  state  is 
in  seven  states.  The  task  of  the  producer  who  wants  to  sell  all  of  his 
own  coal  is  to  get  enough  tonnage  to  pay  the  expenses  of  a  sales  organi- 
zation large  enough  to  cover  seven  states. 

It  is  a  matter  of  common  knowledge  that  in  the  days  of  competition 
freed  from  government  control  the  selling  margin  ranged  close  to  7^ 
cents  per  ton  of  mine-run  coal.  On  that  basis,  the  theory  of  the  coal 
trade  was  that  mines  which  had  only  50,000  tons  of  annual  production 
— those  in  Class  IV — were  wholly  dependent  upon  others  to  sell  their 
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coal.  The  man  with  a  million  tons  of  production  was  supposed  to  be 
independent  of  others.  In  between,  there  were  all  possible  variations  of 
modified  dependence  and  modified  independence.  This  leads  me  to  this 
conclusion:  the  importance  of  an  independent  selling  organization  to 
a  producer  decreases  directly  in  proportion  to  the  producers'  increase 
in  tonnage,  but  under  all  conditions  increases  directly  in  proportion  to 
the  distance  between  the  mine  and  the  market. 

Financial  alliances  in  the  coal  fields  are  so  complex  that  it  has  been 
impossible  for  me  to  get  the  exact  data  as  to  the  number  of  companies 
which  have  a  sufficient  tonnage  to  support  an  independent  selling  or- 
ganization. I  venture  to  believe,  however,  that  there  are  not  to  ex- 
ceed seventy-five  companies  in  the  United  States  which  could,  if  they 
were  so  disposed,  stand  the  financial  strain  of  selling  all  of  their  own 
coal.  All  of  the  others  depend  in  whole  or  in  some  part  upon  inde- 
pendent selling  organizations. 

To  get  a  working  hypothesis,  I  have  assumed  arbitrarily  that  all 
of  the  mines  in  Class  I  dispose  of  their  own  coal  without  any  help  from 
outside  their  organization.    This  is  by  no  means  true. 

I  have  assumed  further  that  40  per  cent  of  the  mines  in  Class  II 
have  also  sold  their  own  coal.  This  leaves  60  per  cent  of  the  mines 
in  Class  II  and  also  of  the  mines  in  Classes  III,  IV,  and  V  as  wholly 
dependent  upon  the  wholesale  merchants.  This  means  that,  because  the 
others  cannot  afford  to  sell  their  own  coal,  the  wholesalers  are  obliged 
to  market  246,000,000  tons  of  coal  per  year,  or  42.46  per  cent  of  the 
total  production  in  1918. 

Knowing  what  I  do  about  the  mines  in  Classes  I  and  II,  I  believe  it 
is  safely  within  the  truth  to  say  that  from  55,000,000  to  60,000,000 
tons  more  of  their  production  is  handled  through  wholesalers.  This 
would  mean  that  the  wholesalers  annually  market  in  excess  of  300,000,- 
000  tons,  or  about  55  per  cent. 

This  estimate  is  made  tenable  by  the  fact  previously  stated  that  in 
times  of  harsh  competition  the  sales  margin  on  coal  averaged  close  to 
7.3  per  cent  per  ton  of  mine-run  coal.  On  any  such  income  per  ton, 
a  Class  I  mine,  with  an  annual  production  of  340,000  tons,  would 
have  a  sales  revenue  of  only  about  $19,500. 

The  same  thing  is  true  if  you  say  that  a  company  in  Class  I  is  of 
the  average  size  of  the  coal  companies  of  the  nation — has  one  and  one- 
quarter  mines.  Even  such  an  average  company  would  have  a  revenue 
from  sales  of  only  a  little  more  than  $24,000  per  year.  With  any  such 
meager  revenue,  a  company  could  not  maintain  salesmen  traveling  over 
seven  states,  endure  the  losses  due  to  bad  credits,  pay  the  demurrage 
and  reconsigning  charges,  and  make  the  customary  allowances  in  the 
settlement  of  claims.     So  little  money  will  not  travel  so  far. 
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This  leads  mc  to  my  second  conclusion,  namely,  that  the  narrow 
selling  margins  per  ton  and  the  limited  tonnage  available  to  each  com- 
pany have  necessarily  thrown  the  merchandising  work  into  the  hands 
of  organizations  wholly  independent  of  the  producer. 

Still  addressing  my  remarks  to  the  holder  of  the  prevalent  notion 
that  the  producer  ought  to  sell  the  coal  he  mines  merely  because  he  is 
the  producer — and  quite  regardless  of  his  capacity  as  a  merchant — I 
want  to  explain  briefly  what  has  prevented  the  development  of  a  sane 
or  sound  merchandising  system  in  coal. 

When  the  producer  attempted  to  turn  merchant  as  well,  he  was  still 
thinking  with  the  mind  of  a  producer.  Necessarily  he  focused  his 
whole  attention  upon  the  mine  price.  To  his  mind,  production  was 
all  there  was  of  the  coal  business.  He  thought  that  merchandising  was 
a  necessary  but  unmitigated  evil.  He  therefore  wanted  to  pay  as  lit- 
tle as  possible  to  sell  his  coal  because  every  penny  of  selling  cost  was 
going  to  be  subtracted  from  his  mine  price.  He  never  thought  of  mak- 
ing the  sales  organization  over  into  a  separate  business,  earning  a 
separate  margin  and  hence  returning  a  separate  profit.  Instead,  he 
clung  to  the  old  theory,  starved  his  salesmen,  and  dwarfed  his  mer- 
chandising policy.  The  sales  representatives  of  coal  mines  have  strug- 
gled along  on  an  income  which  was  even  less  than  that  of  the  bank 
employee.  When  I  say  that  much  I  realize  that  condemnation  can  go 
no  farther.  The  salesman  employed  by  the  operator  soon  learned 
that  there  was  no  hope  of  a  future  in  that  direction;  therefore,  as 
quickly  as  opportunity  or  his  finances  would  allow,  he  set  up  in  busi- 
ness for  himself.  This  set  up  in  the  coal  industry  a  group  of  men  who 
had  every  disposition  to  be  friendly  to  the  operator  because  he  was 
their  source  of  supply,  but  who  were  forced  to  become  competitors  be- 
cause of  the  operator's  merchandising  policy. 

As  this  competition  became  keen,  the  operators  who  control  large 
tonnages  came  to  set  themselves  solidly  against  these  independent  mer- 
chants. In  the  fierce  struggle  for  existence  which  ensued,  the  tendency 
was  for  the  producers  to  advocate  the  destruction  of  the  independent 
merchants  and  for  the  independent  merchants  to  throw  their  support 
to  the  small  competitor  of  the  bigger  operator.  The  result  of  course 
was  to  increase  competition  which  already  was  ruinous,  and  to  reduce 
the  already  extremely  narrow  sales  margin.  If  under  these  conditions 
the  independent  merchant  wanted  more  money  for  himself — which  of 
course  he  did — he  had  only  two  ways  of  getting  it:  (1)  to  beat  down 
the  mine  price  which  he  paid  to  the  operator,  while  still  getting  a  fair 
price  from  the  user;  (2)  to  cut  the  cost  of  making  sales  by  having  a 
greater  assortment  of  coals  to  offer.     This  latter  would  allow  him  to 
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make  the  maximum  of  sales  with  the  minimum  outlay  of  travelling  ex- 
penses. 

Indeed,  the  independent  merchant  resorted  to  both  methods  of  en- 
hancing his  revenue. 

This  merchandising  system  prevented  the  operator  who  had  a  limited 
assortment  of  coals  and  who  could  not  profit  by  cutting  his  mine  price 
from  getting  that  revenue  from  his  sales  department  which,  as  his  ton^ 
nage  grew,  would  make  him  financially  independent  of  these  auxiliary 
selling  organizations.  In  fact,  this  system  tended  naturally  to  broaden 
and  strengthen  the  hold  which  the  independent  merchant  had  upon  the 
trade. 

At  the  same  time,  it  prevented  independent  merchants,  no  matter 
how  great  their  skill  as  merchants,  from  getting  that  revenue  out  of 
a  volume  of  sales  which  would  allow  them  to  develop  into  large  mer- 
chandising houses.  The  upshot  of  the  matter  was  that  the  merchandis- 
ing of  coal  was  increasingly  in  the  hands  of  independent  merchants,  and 
that  they  were  necessarily  small  and  numerous. 

Coming  now  to  the  conclusion,  it  is  apparent  that  the  one  thing 
which  has  stood  in  the  way  of  a  real  merchandising  program  in  coal 
has  been  the  insistence  of  coal  men  in  the  past  that  the  selling  expense 
should  be  subtracted  from  the  mine  price  rather  than  added  to  it. 

It  has  been  my  theory  for  years,  and  still  is,  that  the  coal  industry 
will  never  develop  a  merchandising  policy  that  is  worthy  the  name 
until  it  separates  production  from  wholesaling  and  attaches  a  com- 
mensurate margin  to  each.  Personally,  I  believe  that  the  act  of  pro- 
duction ends  with  the  coal  loaded  on  a  car  under  the  tipple,  and  that 
the  man  who  produces  that  coal  should  get  a  price  for  it  which  gives 
him  his  cost  plus  a  profit.  Personally,  I  believe  that  the  act  of  whole- 
saling begins  with  the  coal  loaded  on  the  car  and  carries  it  through 
until  finally  disposed  of.  I  also  believe  that  there  should  be  a  separate 
margin  covering  that  service.  Incidentally  our  Association  has  taken 
that  same  position. 

Our  recommendations  which  go  beyond  this  statement  of  principle 
are  confessedly  makeshift.  We  have  proposed  that,  until  a  better  plan 
is  worked  out,  the  margin  for  the  merchant  should  be  a  minimum  of 
8  per  cent  of  the  quoted  basis.  Frankly,  that  proposal  will  not  stand 
extensive  cross-examination.  It  is  therefore  temporary.  But  it  will 
have  to  serve  until  we  can  get  time  to  think  this  question  through  and 
work  out  a  more  sound  recommendation. 

It  is  proper  to  inquire  why  no  more  thought  has  been  devoted  to  this 
vital  subject  in  the  two  years  which  have  elapsed  since  we  announced  the 
principle  and  arrived  at  this  rather  rough  and  ready  recommendation. 

I  deem  it  a  sufficient  answer  to  say  that  out  of  the  24  months  I  and 
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the  members  of  our  executive  committee  have  had  only  three  weeks 
which  we  could  devote  to  such  a  study.  The  other  23  months  and  one 
week  have  been  devoted  entirely  to  the  defense  of  the  industry  against 
attacks  upon  it  made  by  public  officials.  I  do  not  want  it  understood 
that  I  resent  the  fact  that  officials  of  the  government  wish  to  inform 
themselves  about  coal.  I  do  believe  that  when  only  4  per  cent  of  the 
time  is  allowed  for  constructive  work  and  when  96  per  cent  of  our  time 
has  been  necessarily  devoted  to  defense,  a  disproportionate  amount  of 
the  time  of  an  Association  such  as  ours  has  been  expended  in  unpro- 
ductive work.  Until  we  have  had  time  to  think  our  merchandising  pro- 
gram through,  we  should  be  freed  from  the  necessity  of  attending  many 
investigations.  Even  our  half-baked  ideas  on  the  merchandising  side  of 
the  coal  business  would,  if  applied  to  the  industry  as  it  now  stands,  re- 
sult in  great  developments  of  a  forward  looking  character. 

We  will  admit  for  the  purpose  of  argument  that  it  is  the  proper 
theory  that  the  producer  should  also  be  the  merchant.  We  will  admit, 
therefore,  that  benefit  to  the  greatest  number  will  come  from  the  pro- 
ducer selling  as  well  as  mining  his  coal.  It  is  desirable,  therefore,  to  put 
him  in  a  position  to  develop  a  selling  force.  We  will  assume  that  our 
ideas  are  carried  into  effect  and  that  an  8  per  cent  selling  margin  is 
added  to  the  producer's  mine  price  and  is  paid  to  whoever  earns  it.  The 
operator,  under  those  circumstances,  is  encouraged  to  get  a  profit  by 
building  a  selling  organization.  The  selling  organization  pays  from 
the  start  all  of  its  expenses  and,  as  its  tonnage  grows,  begins  to  make 
a  little  money.  This  naturally  encourages  the  operator  to  build  up  his 
selling  organization. 

Naturally,  at  first,  he  sells  only  to  those  customers  who  buy  big  ton- 
nages. Afterwards  he  naturally  expands  to  cover  the  entire  field.  The 
tendency,  therefore,  is  for  the  mine  to  build  up  a  selling  organization. 

In  the  meantime,  the  independent  merchant  begins  to  get  a  revenue 
which  allows  him  a  little  more  than  the  mere  cost  of  doing  business. 
Money  always  has  a  tendency  to  return  to  the  place  where  it  was  made. 
If  a  merchant  makes  money  out  of  selling  coal,  he  naturally  reinvests 
that  money  in  that  same  line  of  business.  Therefore,  the  tendency  is 
and  will  be  for  the  coal  merchandising  houses  to  grow  from  little  to  big. 

Thus  there  will  grow  up  bigger  sales  organizations  controlled  by 
mines  and  bigger  independent  merchants.  In  the  end  the  trade  will 
have  healthy  competition  in  selling,  but  the  units  will  be  larger  and 
more  serviceable. 

My  associates  and  I  are  convinced  that  in  a  very  short  time  the  car- 
rying out  of  this  policy  will  result  in  the  development  of  those  selling 
organizations  which  the  statistics  of  the  trade  indicate  are  necessary 
to  take  care  of  peculiar  needs  of  the  industry. 
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We  are  all  very  much  concerned  to  see  a  proper  merchandising  policy 
develop  because  we  are  going  to  need  some  real  coal  merchants.  I 
am  firmly  convinced  that  nothing  but  a  pronounced  export  policy  will 
either  stabilize  this  industry,  assure  the  solvency  of  the  American  mer- 
chant marine,  or  put  a  firm  foundation  under  our  exports  of  other 
things.  I  am  firmly  convinced  that  we  shall  never  develop  a  proper 
export  coal  program  without  coal  merchants.  I  am  equally  convinced 
that  we  shall  never  develop  coal  merchants  unless  we  set  out  studiously 
to  create  merchants  by  adding  a  merchandising  price  to  the  mine  price. 

Coal  Statistics  ^ 

Production  by  Classes  of  Mines 


Group 

1918 

1917 

Total 

Av.  per  mine 

Total 

Av.  per  mine 

Class       I 
Class     II 
Class    III 
Class    TV 
Class      V 

281,002,122 
130,941,195 

86,907,873 
67,788,140 

12,746,488 

342,268 

140,947 

72,544 

25,000 
2,337 

295,365,741 

129,485,524 

47,894,269 

51,596,000 

10,499,029 

360,310 
141,669 

71,738 

25,850 

1,775 

Number  of  mines  per  group 


\ 

1918 

1917 

Gain 

Class       I 

821 

792 

29 

Class     II 

929 

914 

15 

Class    III 

1198 

1040 

158 

Class    IV 

2636 

1996 

640 

Class      V 

5454 

5888 

*434 

Tonnage  Gains  in  1918  over  1917  by  Groups 


Class  I 

Class  II 

Class  III 

Class  IV 

Class  V 


*4,363,619 

1,455,671 

12,013,604 

16,192,140 

2,297,459 


*  Loss. 
Dependable  Mines  (1918) 


Mines 

Output 

Class       I 
Class     II 
Class    III 
Class    IV 

821 

929 

1198 

2636 

281,002,122 

130,941,195 

86,907,873 

67,788,140 

Total 

5584 

566,639,330 

Average  Output  per  Mine  per  Year 

"  "  "        «       "     Day  

(249  working  days  per  year) 
Average  Number  Mines  per  Company. 

Average  Tonnage  per  Company 

"  "  "        per   day 


101,475 
•407.5 

1.26 
127,858.5 
513.45 
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Bituminous  Coal  Sold  by  Independent  Merchants 

Class  n  78.565,717  or  60%  of  Class  II 

Class  III  86,907,873 

Class  IV  67,783,140 

Class  V  12,746,880—    42.46%  of  total 

Selling  Revenue  (1918  basis)  by  Groups  (old  and  new  basis) 


Revenue   (old 

Revenue  (new 

Group 

Average  Tonnage 

basis,  71/20  ton) 

basis,  8%) 

Class       I 

342,268 

$19,670.10 

$53,762.88 

Class     II 

140,947 

10,571.02 

22,551.52 

Class    III 

72,544 

5,440.80 

11,607.04 

Class    IV 

25,000 

Class      V 

2,164 

THE  TRANSPORTATION  PROBLEM  IN  THE  BITUMINOUS 

COAL  INDUSTRY 

By  A.  G.  GuTHEiM 
Manager,  Public  Relations  Section,  American  Railway  Association 

The  first  evidence  of  difficulty  in  the  transportation  of  bituminous 
coal  is  a  coal  car  shortage, — that  is,  an  inability  on  the  part  of  the  rail- 
roads regularly  and  adequately  to  meet  the  demands  of  the  mines  for 
empty  cars  in  which  to  load  and  ship  their  production  to  market.  Coal 
car  shortages  have  been  so  serious  and  so  nearly  continuous  for  the 
past  four  years  that  there  is  a  tendency  to  forget  that  the  situation 
previously  was  just  the  reverse.  For  many  years  prior  to  the  late  sum- 
mer of  1916  there  customarily  existed  in  this  country  a  surplus  of 
cars  available  for  coal  loading  in  excess  of  all  demands  therefor,  al- 
most 90  per  cent  of  the  time.  The  occasional  coal  car  shortages  were 
strictly  seasonal  and  local ;  nation  wide  or  long  continued  difficulties  of 
this  sort  were  unknown. 

The  seasonal  and  local  car  shortage  is  the  result  of  a  sudden  and 
heavy  demand  for  coal  which  comes  late  each  summer  in  anticipation 
of,  and  is  later  accentuated  by,  the  arrival  of  cold  weather.  The  cure 
of  such  difficulties  is  more  with  the  consuming  public  than  with  the 
producers  and  carriers.  The  former  may,  with  little  if  any  loss,  pur- 
chase and  store  their  extraordinary  winter's  coal  requirements,  in  part 
at  least,  earlier  in  the  season,  when  mine  and  transportation  facilities 
are  not  as  a  rule  fully  utilized.  But  the  latter,  in  effecting  a  cure, 
must  mine  and  transport  with  even  greater  intensity  during  the  period 
of  strong  demand.  This  would  require  larger  investment  in  mining  and 
transportation  equipment  and  more  employees  in  those  industries ;  and 
this  is  something  to  be  avoided  where  possible,  and  certainly  in  the 
bituminous  coal  mining  industry.  On  this  point  no  argument  is  needed 
beyond  the  very  first  conclusion  announced  in  the  recent  report  of  Mr. 
Hoover's  Committee  on  the  Stabilization  of  the  Bituminous  Coal  Indus- 
try of  the  American  Institute  of  Mining  and  Metallurgical  Engineers. 

If  tlic  future  held  in  store  no  more  serious  problems  in  bituminous 
coal  transportation  than  those  customarily  met  with  prior  to  1916,  the 
subject  could  be  dismissed  as  not  of  particular  importance.  But  our 
experience  since  1916  lias  been  distressing,  and  at  times  attended  with 
danger.  That  experience  warrants  serious  consideration  of  its  causes, 
and  the  best  endeavors  of  all  concerned  to  eliminate  those  causes  hence- 
forth. 

General,  Effect  of  the  War 

War  is  essentially  a  consumer  of  iron  and  steel,  and  iron  and  steel 
production  depends  mainly  on  coal,  coke,  ore,  and  fluxing  materials  as 
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the  basic  raw  commodities.  Moreover,  fuel  is  relatively  a  greater  factor 
in  iron  and  steel  production  than  in  most  other  lines  of  manufacture. 
The  shift  from  peace  to  war  industry  called  for  extraordinary  coal 
production  long  before  we  entered  the  war,  and  our  activity  as  a  bel- 
ligerent greatly  increased  this  demand.  Simultaneously  came  greater 
demands  for  the  other  basic  commodities  of  iron  and  steel  production. 
All  these  commodities  are  invariably  shipped  in  bulk  and  usually  and 
by  preference  require  open-top  cars,  commonly  called  coal  cars,  for 
transportation. 

The  territory  Chicago,  St.  Louis  and  east  thereof,  and  north  of 
the  Ohio  and  Potomac  Rivers,  is  the  great  workshop  of  our  country. 
It  is  the  location  of  by  far  the  greater  part  of  our  population,  and  the 
greatest  density  of  population  and  traffic.  If  to  its  bituminous  coal 
production  is  added  that  of  the  bordering  states  of  Virginia,  West  Vir- 
ginia, and  Kentucky,  largely  consumed  in  this  great  workshop,  we  ac- 
count for  fully  75  per  cent  of  our  total  bituminous  production.  In  this 
territory  are  located  our  great  centers  of  iron  and  steel  manufactures, 
producing  perhaps  80  per  cent  of  all  our  iron  and  steel  articles.  On 
its  Lake  Erie  shore  are  the  docks  over  which  the  regions  beyond  the 
lakes  obtain  their  annual  requirements  of  twenty-five  to  thirty  million 
tons  of  coal  and  in  return  send  their  double  quantity  of  ore.  On  its 
North  Atlantic  Coast  are  great  tidewater  coal  piers  transshipping  mil- 
lions of  tons  of  coastwise  and  export  coal,  both  anthracite  and  bitumi- 
nous, annually.  There  also  are  located  the  ports  through  which,  first 
for  convenience,  and  later  for  convenience  and  necessity,  was  handled 
most  of  the  tremendous  overseas  movement  of  men  and  materials  from 
1915  on.  And  throughout  this  period,  freight  and  troop  movements 
within  and  to  and  from  this  territory,  east,  west,  north,  and  south, 
were  conducted  on  lines  of  railroad  never  built  to  carry  this  concen- 
trated load,  and  claimed  by  the  owners  to  have  been  stunted  in  develop- 
ment during  several  years  preceding  by  hostile,  or  at  least  unwise,  poli- 
cies of  government  regulation.  Furthermore,  many  of  the  more  im- 
portant gateways  through  which  this  war  traffic  had  of  necessity  to 
move,  were  manufacturing  cities  of  major  importance  in  the  war  pro- 
gram, which  were  then  undergoing  great  industrial  expansion  and  de- 
velopment, without  contemporaneous  development  of  their  railroad 
facilities.  Nothing,  perhaps,  more  clearly  emphasizes  the  stress  in  this 
territory  than  the  action  of  the  War  Industries  Board,  toward  the  close 
^f  actual  hostilities,  designed  to  effectually  limit  any  further  location 
of  industry  in  the  eastern  portion  thereof. 

It  would  be  just  criticism  of  this  paper  to  say  that  thus  far  many 
words  have  been  used  to  outline  a  situation  which  the  French  sufficiently 
describe  by   a   shrug  of   the   shoulders    and   the    comment,   "C'est   la 
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guerre."  The  truth  is  that  the  war  was  the  primary  cause  of  our  coal 
transportation  difficulties,  and  as  indicative  of  this,  note  the  trend  of 
bituminous  coal  production  in  the  United  States  in  recent  calendar 

years : 

1910 417,111,000  net  tons 

1911 '405,907,000  "  " 

1912 450,105,000  "  " 

1913 478,436,000  "  " 

1914 422,701,000  " 

1915 442,622,000  "  " 

1916 502,523,000  " 

1917 551,791,000  " 

1918 579,386,000  "  " 

1919 458,063,000  "  " 

1920  (Est.) 542,000,000  "  " 

This  is  the  commodity  of  greatest  tonnage  handled  on  our  railroads 
and  75  per  cent  of  it  is  produced  and  transported  in  the  congested  ter- 
ritory already  described. 

What  has  been  said  heretofore  constitutes,  in  the  opinion  of  the 
railroad  man,  the  basis  of  a  complete  defence  against  the  untrue  charge 
so  often  made  that  "the  railroads  broke  down"  during  the  war.  Perhaps 
nothing  has  contributed  so  much  by  way  of  ostensible  support  of  this 
charge  as  the  oft-repeated  statements  and  advertisements  of  gross  coal 
car  shortages  at  the  mines.  There  were  coal  car  shortages,  to  be  sure, 
and  their  effects  were  at  times  serious,  but  the  blame  therefor  lies  at  no 
one  door.  Accepting  the  war  as  the  primary  cause,  it  is  profitable  to 
study  the  supplementary  causes  right  down  to  date,  with  some  consider- 
ation of  how  to  eliminate  them  in  the  future. 

The  War  Demand  and  Its  Results 

Bear  in  mind  that  for  some  years  before  our  war  activity  com- 
menced the  bituminous  coal  mining  industry  in  this  country  was  much 
overdeveloped.  Financial  conditions  within  the  industry  were  by  no 
means  good  and  competition  was  exceedingly  keen.  Two  rather  lean 
years  just  before  we  hit  our  stride  in  war  manufacturing  did  not,  of 
course,  better  this  situation.  The  market  was  chronically  a  buyer's 
one.  The  light  demand  and  low  production  in  these  preceding  years 
left  no  great  stocks  in  consumers'  hands  upon  which  to  play  in  under- 
taking our  new  industrial  venture.  A  strong  demand  for  coal  came 
very  quickly  and  by  midsummer  1916  reached  extraordinary  propor- 
tions for  that  time.  The  war  load  was  then  well  upon  our  railroads, 
and  the  demands  for  service  required  such  continuous  use  of  facilities 
as  did  not  allow  the  desired  opportunity  for  conditioning  the  same. 
Then  began  also  the  difficulties  of  the  roads  in  obtaining  additional 
equipment,  due  to  the  preemption  of  industry  first  by  more  profitable 
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and  later  by  what  was  deemed  more  essential  work.  But  under  the 
conditions  as  they  then  obtained  the  1916  bituminous  production  went 
over  500,000,000  tons,  even  with  a  late  start ;  and  such  coal  car  short- 
ages as  developed  were  as  a  rule  peculiarly  the  result  of  particular 
situations  incident  to  expansion  of  production  on  certain  lines  not  fa- 
vorably placed  to  handle  the  same. 

Under  these  circumstances,  with  no  control  over  the  marketing  of 
bituminous  coal  except  that  afforded  by  the  law  of  supply  and  demand, 
the  inevitable  happened.  By  the  beginning  of  1917  we  were  in  a  period 
of  rapidly  mounting  coal  prices,  while  contemporaneously  there  came 
to  Washington,  in  ever-increasing  numbers,  consumers  whose  very  in- 
dustrial life  depended  on  regular  and  adequate  coal  supply  and  who 
found  great  difficulty  in  obtaining  it.  Statistics  to  show  currently  the 
true  state  of  production,  distribution,  consumption,  and  stocks  were 
utterly  lacking,  as  indeed,  is  largely  the  case  even  today.  There  was, 
however,  an  undeniable  shortage  of  cars  at  the  mines  and  quite  natur- 
ally the  whole  difficulty  was  attributed  to  this  railroad  disability. 

Looking  back  at  the  production  of  550,000,000  tons  in  1917  and 
580,000,000  in  1918,  with  stocks  upwards  of  25,000,000  tons  at  all 
times  and  reaching  63,000,000  tons  on  Armistice  Day,  it  is  easy  to  de- 
duce that  while  the  difficulty  could  have  been  cured  by  more  transpor- 
tation, permitting  greater  production,  it  might  also  have  been  cured 
largely  and  perhaps  entirely  by  more  economic  distribution  by  the  coal 
operators.  That  uneconomic  distribution  was  at  least  a  factor  in 
the  trouble  was  clearly  shown  by  the  nature  of  the  demands  made  upon 
the  railroads,  and  by  the  large  stock  piles  of  different  consumers  in  dif- 
ferent places.  Admitting  them  to  be  extreme  cases,  it  may  be  cited  that 
one  lot  of  Illinois  coal,  which  does  not  ordinarily  move  east  of  Toledo 
and  Detroit,  went  to  the  amount  of  200  cars  to  Connecticut,  while  a 
coal  car  shortage  on  a  southwestern  railroad  was  found  to  result  from 
shipments  to  the  Twin  Cities  and  beyond,  whereas  the  normal  market 
never  went  north  of  Omaha.  Of  the  crosshauling  of  coal  and  the  car- 
riage of  "coal  to  Newcastle"  there  was  almost  continuous  evidence,  al- 
though their  exact  extent  could  not  be  ascertained  without  the  most 
thorough  and  complete  policing  and  checking  of  the  entire  coal  move- 
ment. 

There  was  further  waste  of  rail  transportation,  particularly  in  the 
bituminous  coal  movement  to  New  England — one  of  the  danger  spots — 
because  of  the  dislocation  of  ocean  transportation.  The  Fuel  Admin- 
istrator for  New  England  was  not  far  wrong  when  he  stated  that 
removing  coal-carrying  vessels  from  coastwise  service  was  equivalent  to 
pulling  up  a  four  track  railroad  to  his  section.  New  England  cannot 
be  fueled  all-rail  any  more  than  can  our  northwestern  lake  states.     In- 
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stead  of  maximum  ocean  and  minimum  rail  movement  of  bituminous 
coal  to  New  England,  we  found  ourselves  by  force  of  circumstances,  in 
1917  and  early  1918,  attempting  the  reverse.  The  rail  gateways  were 
incapable  of  handling  what  was  attempted,  and  even  so,  the  extraordi- 
nary use  of  such  gateways  for  coal,  of  necessity,  adversely  affected  other 
war  movements.  Furthermore,  a  car  of  bituminous  coal  moving  to 
New  England  all-rail  requires  at  least  double  the  car-days  necessary 
to  handle  the  same  tonnage  to  New  England  rail  and  ocean.  To  those 
circumstances  must  be  largely  attributed  the  failure  to  protect  New 
England  more  adequately  in  the  winter  of  1917-18.  And  right  here 
it  may  be  noted  that  throughout  this  last  year,  New  England,  to  escape 
foreign  competition  in  the  purchase  of  tidewater  coal  and  ocean  freight 
rates  which  greatly  exceed  rail  rates,  has  leaned  more  and  more  on 
all-rail  coal. 

Nor  was  it  possible  to  control  distribution  through  the  medium  of 
our  regulation  of  interstate  commerce.  The  cardinal  principle  of  that 
regulation  is  that  carriers'  rates,  rules,  regulations,  and  practices  shall 
be  just,  reasonable,  and  not  unduly  discriminatory  as  between  persons, 
places,  and  commodities.  To  be  sure,  the  Interstate  Commerce  Com- 
mission early  lent  its  support  to  the  Council  of  National  Defense  and 
the  Railroad  War  Board  in  their  joint  endeavors  to  cope  with  the  situ- 
ation. Always,  however,  there  was  before  the  carriers  the  statutory 
prohibition  against  undue  discrimination,  and  the  consequent  possibili- 
ties of  heavy  suits  for  damages.  There  was,  of  course,  much  done  by 
"strong  arm"  methods  where  the  end  justified  such  means,  and  late  in 
the  year  1917  when  the  National  Coal  Association  came  into  being  as 
the  organization  of  the  coal  producers,  considerable  assistance  was 
possible  through  that  source,  especially  as  price  regulation  had  then 
become  a  government  policy. 

Regulation  Under  War  Legislation 
The  well-intentioned  efforts  of  Secretary  of  the  Interior  Lane  in  the 
spring  of  1917  to  settle  the  price  situation  by  cooperative  action  of  the 
operators  unfortunately  came  to  nothing.  It  was  not  until  August, 
1917,  with  the  effectiveness  of  the  Lever  Law  and  the  Transportation 
Priority  Act,  that  anything  like  order  began  to  come  out  of  the  chaos. 
Even  then,  the  Fuel  Administration  during  the  first  several  months  of 
its  existence  was,  as  can  be  said  in  all  fairness  and  without  personal 
criticism,  little  more  than  an  unwieldy  machine;  and  what  control  it 
had  of  distribution  resulted  not  so  much  from  the  exercise  of  its  own 
powers  and  its  control  over  the  coal  operators  as  from  its  ability  to 
compel  obedience  to  its  requirements,  by  virtue  of  its  ability  through 
the  Railroad  War  Board  to  effect  some  control  of  transportation. 
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The  Transportation  Priority  Act,  however,  was  immediately  put 
to  excellent  service.  One  of  the  real  danger  spots  in  the  1917  situation 
had  been  the  light  movement  over  the  Great  Lakes  for  the  protection  of 
the  territory  beyond.  This  was  immediately  given  attention  by  the 
President's  Priority  Commissioner  and  the  situation  was  so  well  handled 
that  during  the  trying  winter  of  1917-18  not  a  single  case  of  coal 
shortage  was  recorded  in  the  northwestern  lake  territory.  As  a  sec- 
ond exercise  of  his  powers,  the  Priority  Commissioner  again  furnished 
great  impetus  in  the  right  direction  by  authorizing  certain  preferences 
to  coal  in  the  use  of  so-called  coal  cars.  This  increased  production 
simultaneously  justified  the  consequential  discrimination  against  the 
shippers  of  other  commodities. 

A  suggestion  early  made  to  the  Fuel  Administration  was  that  the 
movement  of  bituminous  coal  be  zoned  in  such  manner  as  to  afford  more 
economical  distribution,  both  from  the  standpoint  of  war  requirements 
and  transportation  possibilities.  These  efforts,  although  backed  by 
the  Council  of  National  Defense  and  the  Railroad  War  Board,  Avere  of 
no  avail.  Fortunately,  the  suggestion  met  with  favor  at  the  hands  of 
the  Railroad  Administration  shortly  after  it  took  hold.  The  imme- 
diate result  was  a  prompt  and  careful  study  of  the  whole  situation  by  a 
committee  of  both  administrations  on  the  basis  of  the  original  sugges- 
tions of  the  Council  of  National  Defense  and  the  Railroad  War  Board. 
The  Committee  recommended,  and,  effective  at  the  beginning  of  the 
coal  year  April  1,  1918,  there  was  promulgated  a  zoning  scheme  which 
stood  the  test  of  the  remainder  of  the  strict  war  period.  This  greatly 
increased  the  ability  of  the  railroads  to  transport  bituminous  coal  and 
facilitated  proper  distribution.  Shortly  afterward  the  Railroad  Ad- 
ministration, exercising  its  extraordinary  powers,  made  even  more  strin- 
gent rules  than  had  previously  existed,  preferring  coal  in  open  top 
cars.  These  new  conditions,  coupled  with  the  more  effective  organiza- 
tion and  efforts  of  the  Fuel  Administration,  were  responsible  for  the 
1918  figure  of  580,000,000  tons  production.  It  has  frequently  been 
said  that  had  the  armistice  not  intervened  production  for  that  year 
would  have  reached  600,000,000  tons.  The  fact  is,  however,  that  the 
saturation  point  had  been  reached  in  some  sections  before  the  armi- 
stice, and  it  may  be  doubted  whether  production  would  have  been  main- 
tained after  that  date  at  anything  like  the  high  rates  established  be- 
fore, even  had  hostilities  continued. 

Coal  Car  Supply  during  the  War  Period 
It  will  be  profitable  here  to  give  consideration  to  some  of  the  trans- 
portation features  of  the  situation  which  faced  the  country  in  1916, 
1917,  and  1918,  and  under  which  maximum,  and  in  fact,  reasonably 
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adequate,  coal  production  was  obtained  for  the  country  as  a  whole  even 
though  there  was  habitually  throughout  that  period  the  cry  of  coal 
car  shortage  at  the  mines. 

So  far  as  the  records  of  the  coal  loading  railroads  of  this  country 
permit  such  a  comparison,  it  appears  that  on  January  1,  1916,  they 
were  serving  364)6  mines  with  an  established  rated  capacity  of  43,524 
cars  per  day.  Of  these,  190  mines  were  undergoing  what  is  known  as 
development.  On  January  1,  1917,  the  total  mines  served  by  the  rail- 
roads numbered  4916,  with  an  established  daily  capacity  of  55,158 
cars ;  358  of  these  mines  were  in  the  development  stage.  On  January 
1,  1918,  the  mines  served  numbered  6157,  with  a  rated  capacity  of 
59,968  cars  daily ;  840  of  these  mines  being  counted  as  developing.  All 
mines  included  in  this  comparison  are  established  tipple  mines, — mines 
which  have  a  permanent  arrangement  at  the  location  of  the  mine  itself 
for  loading  coal  over  a  tipple  into  cars.  So-called  wagon  or  country 
bank  mines,  which  are  of  a  temporary  nature  but  in  a  period  of  strong 
demand  for  coal  frequently  number  two  or  three  thousand,  are  not  in- 
cluded. An  outstanding  feature  of  the  comparison  is  that  in  1917  and 
1918,  two  years  during  which  there  was  no  regulation  of  prices  and  dis- 
tribution until  the  last  five  months,  the  number  of  tipple  mines  increased 
almost  70  per  cent,  and  their  capacity  in  the  neighborhood  of  40  per 
cent.  Expressed  another  way,  the  average  capacity  per  mine  per  day 
on  January  1,  1916,  was  about  twelve  cars,  whereas,  on  January  1, 
1918,  it  was  less  than  ten  cars.  Although  the  established  mines  had 
during  these  two  years  been  developing  to  even  greater  capacity,  the 
multitude  of  new  mines  was  enough  to  bring  down  the  average  capacity 
per  mine.     This  in  itself  meant  a  waste  of  transportation. 

For  many  years  coal  loading  railroads  have,  in  times  of  shortage, 
distributed  the  available  cars  to  mines  daily  on  the  basis  of  their  estab- 
lished rated  capacity.  One  of  the  achievements  of  the  Railroad  Ad- 
ministration was  the  establishment  of  uniformity  of  practice  on  all 
roads  in  this  respect.  Common  carriers  are  not  equipped  to  handle 
all  peak  loads  currently.  This  fact  and  the  development  of  the  bitu- 
minous mining  industry  far  beyond  maximum  requirements  of  the  coun- 
try inevitably  means  a  car  shortage  during  such  peak  demands  as  have 
been  made  since  1916.  Every  increase  in  development  of  the  industry, 
without  corresponding  increase  in  demand  for  product  and  railroad 
facilities,  of  necessity  means  that  the  available  cars  must  be  distributed 
to  more  mines  in  a  lower  ratio  to  established  rated  capacity.  Ex- 
pressed in  another  way,  more  mines  must  be  served  with  the  same  num- 
ber of  cars  in  order  to  get  from  all  mines  in  the  aggregate  the  same 
tonnage  of  coal  that  could  be  produced  by  fewer  mines  served  with  more 
cars  per  mine.    The  point  to  be  borne  in  mind  is  that  even  with  a  coal 
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car  shortage,  and  with  a  pronounced  coal  car  shortage,  it  is  entirely 
possible  to  keep  the  country  fully  and  adequately  supplied  with  coal. 

The  weekly  reports  of  the  Geological  Survey  enlighten  us  as  to  this. 
It  is  to  be  regretted  that  the  data  furnished  the  Survey  as  the  basis  of 
its  reports  is  only  about  60  per  cent  complete,  but  relying  as  it  must 
upon  the  good  will  and  cooperation  of  the  coal  operators,  and  without 
any  law  back  of  it,  the  Survey  has  been  able  to  report  week  by  week  a 
fairly  accurate  figure  showing  the  percentage  of  full  time  worked  and 
the  percentage  of  full  time  lost  at  the  bituminous  mines,  for  various 
named  causes.  Applying  to  the  tonnage  produced  weekly  the  percent- 
age of  full  time  worked  gives  an  idea  of  the  potential  capacity  of  the 
mines,  and  this  furnishes  some  rather  startling  indications  of  the  over- 
development of  the  industry.  Judged  by  these  reports  the  mines  have 
a  potential  ability  to  produce  bituminous  coal  to  the  amount  of  18,500,- 
000  tons  weekly,  or  considerably  over  900,000,000  tons  per  annum. 
One  has  merely  to  view  this  figure  in  the  light  of  the  maximum  require- 
ments of  the  country  as  indicated  by  our  war  experience  and  the  as- 
sumption that  our  railroads  can  handle  at  least  that,  currently,  to  see 
that  even  a  20  to  30  per  cent  car  shortage  is  inevitable  at  coal  mines 
during  a  period  of  maximum  demand  for  coal.  That  indeed  has  been 
our  experience  this  past  summer  and  autumn,  even  while  production 
was  exceeding  current  requirements  week  by  week. 

It  is  not,  of  course,  to  be  contended  that  the  mines  would  produce  at 
the  rate  of  18,500,000  tons  week  by  week  even  if  the  country  would 
absorb  the  same,  for  manifestly  the  men  could  not  continue  maximum 
effort  indefinitely.  The  point  is  that  the  failures  of  the  carriers  as 
shown  by  the  reports  of  the  coal  operators  are  measured  by  a  figure 
which  reflects  the  maximum  of  productive  effort  in  a  greatly  overdevel- 
oped industry.  It  is  significant  that  contemporaneously  the  demands 
for  cars  made  upon  the  railroads  by  the  same  mines  indicate  a  desire 
to  load  currently  about  16,000,000  tons  weekly.  But  even  on  this  basis 
a  car  supply  25  per  cent  short  would  more  than  meet  the  country's 
needs  for  coal. 

The  Post-Akmistice  Difficulties 
In  the  period  following  the  armistice  we  find  first,  as  a  consequence 
of  the  industrial  slump  after  the  termination  of  actual  hostilities,  that 
the  demand  for  coal  fell  off  very  quickly.  There  was  further  a  seeming 
disposition  throughout  the  country  to  utilize  stocks  which  the  Geo- 
logical Survey  estimates  at  the  tremendous  total  of  63,000,000  tons 
on  Armistice  Day.  In  consequence,  production  which  had  averaged 
12,000,000  tons  weekly  for  months  before  the  armistice,  fell  at  once  to 
a  ten  million  average,  and  in  the  first  six  months  of  1918  to  eight  and 
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one  quarter  million.  The  railroads  meanwhile  were  carrying  the  great- 
est car  surplus  ever  recorded  in  our  railroad  history,  the  maximum 
figure  being  about  450,000  of  all  classes  of  cars  daily,  out  of  a  total 
serviceable  ownership  of  about  2,225,000. 

By  June,  1920,  in  some  producing  districts  and  quite  generally  by 
late  July,  the  demand  for  coal  was  again  in  excess  of  the  ability  of  the 
railroads  to  furnish  transportation  therefor,  and  another  car  shortage 
period  began.  This  time  the  fundamental  causes  were  different  from 
those  in  1916-18,  but  the  situation  was  certainly  as  acute.  Surplus 
stocks  had  been  largely  consumed.  The  mines  had  been  running  on 
short  time  so  long  that  there  was  even  greater  than  ordinary  eagerness 
on  the  part  of  operators  and  miners  to  get  back  to  maximum  produc- 
tion. The  railroads  had  been  through  three  war  years  during  most  of 
which  the  wheels  had  been  all  but  run  off  their  locomotives  and  freight 
cars  in  continuous  service.  Usual  retirements  of  freight  equipment  and 
replacement  by  new  units  had  been  impossible  for  one  or  another  war 
reason,  while  demands  for  empty  coal  cars  exceeded  even  those  of  the 
war  period.  This  task  before  the  roads  was  rendered  even  more  diffi- 
cult in  August,  1919,  when  employees  in  the  railroad  shop  crafts  began 
to  strike.  These  strikes  continued  throughout  that  month  and  greatly 
militated  against  good  service. 

Bituminous  Miners'  Strike,  November-December,  1919 

By  September  1  railroad  conditions  were  somewhat  more  stable,  but 
by  that  time  the  bituminous  coal  miners'  strike  was  already  in  sight. 
Plans  were  laid  by  the  Railroad  Administration  for  immediate  improve- 
ment in  the  service  for  coal.  A  minimum  production  of  11,000,000  tons 
weekly  was  the  mark  set.  It  was  attained  in  the  first  week  of  Septem- 
ber, and  consistently  exceeded  thereafter  down  to  the  date  the  strike 
broke,  November  1,  1919.  During  the  last  two  weeks  of  October  prefer- 
ential transportation  for  coal  was  accorded  everywhere,  even  to  the  ex- 
clusion of  other  commodities,  and  production  broke  all  previous  records. 

The  advent  of  the  strike  cast  additional  burdens  on  the  railroads,  al- 
though the  demand  for  coal  carrying  equipment  immediately  fell  off 
over  60  per  cent.  The  Fuel  Administration,  recalled  to  activity  and 
having  neither  organization  nor  funds,  proceeded  to  exercise  its  prin- 
cipal function,  that  of  distribution,  through  the  medium  of  the  Director 
General  of  Railroads.  The  program  for  the  country's  protection  in- 
volved the  holding  on  wheels  of  some  300,000  carloads  of  bituminous 
coal  in  the  hands  of  the  carriers  on  the  morning  of  November  1,  and  the 
rationing  of  the  same  according  as  needs  developed.  This  was  an  exact 
reversal  of  the  railroads'  usual  function  of  transportation  to  destina- 
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tion  and  delivery  to  consignee  as  rapidly  as  possible.  It  very  effectively 
hindered  transportation  generally. 

The  work  of  the  Director  General  in  his  agency  for  the  Fuel  Ad- 
ministration has  been  much  criticized.  To  be  sure,  it  was  by  no  means 
perfect,  but  undertaken  at  a  moment's  notice,  and  handled  of  necessity 
by  a  nation-wide  organization  created  by  wire  overnight,  it  hardly 
could  be.  Speaking  as  a  member  of  the  Director  General's  Central 
Coal  Committee,  the  writer  ventures  the  statement  that  the  criticisms 
are  based  mostly  if  not  entirely  upon  hindsight,  and  volunteers  the  in- 
formation that  the  critics  of  history  presented  no  concrete  suggestions 
for  improvement  while  the  emergency  was  on.  Even  the  accredited  rep- 
resentatives of  the  bituminous  coal  producers  in  Washington  through- 
out the  strike  were  unable  from  day  to  day  to  furnish  any  dependable 
information  with  respect  to  the  possibility  of  resumption  of  work.  The 
same  representatives  who  on  one  day  would  insist  that  settlement  of 
the  strike  was  in  sight  and  that  the  coal  on  wheels  could  be  safely  re- 
leased, would  on  tlie  following  day  congratulate  the  Central  Coal  Com- 
mittee for  not  having  followed  the  advice  previously  given.  Under 
such  circumstances  there  was  but  one  sound  policy  in  the  face  of  the 
rapidly  declining  coal  reserves,  as  evidenced  by  the  coal  under  load  on 
wheels.  That  was  to  "play  safe,"  and  that  policy  was  consistently  fol- 
lowed until  there  was  reasonable  certainty  that  work  would  shortly  be 
resumed. 

Production  during  the  strike  was  largely  obtained  in  the  northern 
Appalachian  fields.  Available  reserves  were  most  rapidly  absorbed  in 
Ohio  and  the  states  west  to  the  Rocky  Mountains.  For  their  protection 
thousands  of  cars  of  eastern  coal  were  moved  west  extraordinary  dis- 
tances and  over  extraordinary  routes.  Most  of  this  eastern  coal  was 
higher  priced  than  the  coal  customarily  sold  in  that  western  section. 
The  consequence  was  that  with  the  cessation  of  the  strike  in  sight  and 
the  possibility  of  cheaper  production  at  hand,  those  for  whose  protec- 
tion this  coal  had  been  moved  west  refused  to  accept  it,  and  thousands 
of  eastern  cars  were  tied  up  under  load  in  the  west  for  weeks.  Eventu- 
ally the  coal  was  parceled  out  to  the  railroads,  the  steel  companies,  and 
other  large  consumers  who  were  able  to  utilize  it. 

The  Situation  in  1920 

Although  the  miners'  strike  was  settled  in  mid-December,  only  fair 
production  materialized  in  the  winter  months  of  January,  February, 
and  March.  It  was  not  sufficient  to  accomplish  more  than  current  pro- 
tection for  the  country,  and  gave  no  opportunity  to  build  up  the  greatly 
depleted  stocks. 

Federal  control  of  railroads  terminated  February  29,  1920,  and  pri- 
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vate  operation  in  March  showed  progress  in  improved  bituminous  pro- 
duction. But  in  the  first  week  of  April  began  the  outlaw  strikes  of  the 
switchmen.  Again  production  dropped  to  exceedingly  low  figures,  and 
low  marks  continued  for  many  weeks.  Net  ownership  of  coal  cars  by 
our  railroads  had  not  increased  during  federal  control  and  the  "bad 
orders"  were  excessive.  The  small  stocks,  estimated  by  the  Survey  as 
24,000,000  tons  March  1,  and  the  extraordinary  dislocation  of  coal  cars 
throughout  the  country,  a  result  of  the  heavy  movement  of  eastern 
cars  west  during  the  strike,  made  matters  worse.  Car  shortage  figures 
at  the  mines  leaped  to  extraordinary  heights.  It  was  early  appreciated 
in  the  railroad  world  that  a  serious  danger  threatened  the  country  and 
called  for  extraordinary  effort  to  increase  the  facilities  available  for  the 
coal  transportation. 

Profiting  by  our  experience  during  the  war,  the  Congress  in  enacting 
the  Transportation  Act,  1920,  made  provision  that  enabled  the  Inter- 
state Commerce  Commission  to  assist  materially  in  meeting  the  situa- 
tion. Under  this  legislation  the  Commission,  whenever  in  its  opinion 
an  emergency  exists,  may  authorize  some  departure  from  the  cardinal 
principles  of  just,  reasonable,  and  not  unduly  discriminatory  practices 
in  our  scheme  of  transportation.  Immediately  upon  the  representation 
by  the  railroads  that  such  an  emergency  as  the  statute  contemplated 
did  in  fact  exist,  the  Commission  took  active  and  energetic  steps  calcu- 
lated to  remedy  the  situation.  First  was  an  order  relieving  the  rail- 
roads from  the  necessity  of  following  shipper's  routing,  and  simultan- 
eously came  a  series  of  car  relocation  orders  to  bring  back  from  the 
west  to  the  coal  mining  territory  of  the  east  thousands  of  empty  coal 
cars.  Subsequently,  for  the  further  relief  of  the  coal  situation,  the 
Commission  specifically  authorized  preferential  utilization  of  coal 
cars  for  coal  loading.  Additional  emergency  service  orders  resulted  in 
Commission  specifically  authorized  preferential  utilization  of  coal 
moving  to  Lake  Erie  and  tidewater  ports  for  transshipment  by  vessel 
beyond,  thereby  avoiding  car  and  vessel  detention.  Still  further,  in 
order  to  assure  the  territory  beyond  the  Great  Lakes  and  the  people  of 
New  England  of  adequate  coal  supplies  for  the  coming  winter,  specific 
preferences  were  set  up  for  their  benefit. 

All  these  measures  did,  to  be  sure,  discriminate  to  a  certain  extent 
against  other  industry,  but  the  discrimination  was  only  what  Congress 
contemplated  in  authorizing  the  Commission  to  take  action  of  this  sort 
to  cope  with  emergencies.  Much  as  it  is  to  be  regretted  that  other  in- 
dustry had  to  suffer,  there  is  satisfaction  in  the  thought  that  the  pro- 
grams laid  down  have  all  been  fully  completed,  and  there  is  every  indi- 
cation that  the  coal  situation  in  the  country  as  a  whole  is  in  a  safe  con- 
dition for  this  winter. 
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In  the  rather  harsh  experience  of  the  past  four  years  there  are  these 
signs  for  the  future: 

1.  The  bituminous  coal  mining  industry  is  developed  far  beyond  the 
present  or  immediate  future  demands  of  our  domestic  and  foreign  trade 
in  bituminous  coal. 

2.  Our  railroad  facilities  are  probably  adequate  today  to  handle  our 
necessary  annual  bituminous  output  produced  with  fair  uniformity  of 
rate  throughout  the  year,  and  will  certainly  be  adequate  when  post-war 
rehabilitation  of  the  properties  is  completed. 

3.  Our  railroad  facilities  are  not,  and  without  great  waste  of  in- 
vestment never  can  be,  adequate  to  handle  currently  our  necessary 
bituminous  coal  production  when  obtained  by  weekly  peaks  of  13,000,- 
000  tons  and  valleys  of  7,500,000  tons  in  a  twelve  month  period,  as 
has  been  the  case  these  past  two  years. 

4.  While  the  powers  of  the  Interstate  Commerce  Commission  are  suffi- 
cient to  force  transportation  for  such  extremes  of  production,  the  ex- 
ercise of  such  powers  necessarily  involves  discrimination  against  other 
traffic  and  should  be  avoided  if  at  all  possible. 

5.  While  our  present  railroad  regulation  can  force  production,  it 
can  control  distribution  but  slightly,  and  prices  not  at  all. 

6.  Extreme  variations  in  rates  of  production  not  only  unduly  burden 
the  transportation  machine,  but  invite  further  overdevelopment  of  min- 
ing, with  the  consequence  of  greater  irregularity  in  miners'  working 
time. 

7.  So  long  as  regulatory  power  exists  to  force  coal  production  at 
the  expense  of  other  industry,  similar  power  should  exist  to  compel 
proper  distribution  of  such  production,  should  necessity  therefore  arise. 

8.  Provision  should  be  made,  by  additional  legislation  if  necessary, 
for  the  securing  and  compilation  by  proper  governmental  authority  of 
current  and  complete  statistics  of  production,  distribution,  consump- 
tion, and  stocks,  of  bituminous  coal. 

To  conclude,  let  it  be  kept  in  mind  that  production,  transportation, 
distribution,  and  consumption,  are  the  four  big  factors  in  the  bitumi- 
nous coal  industry,  and  should  be  reasonably  well  balanced.  Of  course, 
such  disturbances  as  war  and  nation-wide  strikes  constitute  emergencies 
which  require  corresponding  treatment.  But  under  ordinary  condi- 
tions proper  coordination  of  these  four  big  factors  is  possible  and  the 
result  should  be  better  conditions  of  mining  and  railroading,  lower  costs 
of  production  and  transportation,  and  better  prices  and  distribution 
to  the  consumer.     These  are  the  ends  toward  which  we  should  aim. 


COMMENTS  OF  AN  ORE  ENGINEER 

By  Arthur  J.  Mason 

Chicago,  IlUnois 

Just  before  the  war  circumstances  took  me  for  the  most  of  a  year 
into  contact  with  coal  mines  and  mining.  I  had  passed  a  good  many 
years  in  the  steel  business  participating  in  the  reform  which  changed 
the  manipulation  of  the  raw  material  used  in  steel-making  from  hand 
work  to  machine.  I  had  seen  the  cost  of  a  typical  unit  act,  such  as  un- 
loading a  ton  of  iron  ore  from  ship,  drop  from  25  cents  a  ton  to  5 
cents  or  less.  I  had  watched  the  slow  sobering  of  the  personnel  in  a 
plant  as  the  introduction  of  machines  took  from  the  shoulders  of  the 
sons  of  men  excessive  physical  work — so  excessive  as  each  night  to 
leave  a  man  in  such  a  state  that  relaxation  and  entertainment  could 
only  come  to  him  through  the  use  of  alcohol.  I  had  watched  the  process 
of  picking  out  and  promoting  the  brighter  spirits  in  the  crews  to  jobs 
calling  for  greater  skill  and  thought.  I  had  watched  the  stimulating 
and  uplifting  effect  on  groups  of  men  as  they  participated  in  bringing 
about  a  plan  to  do  more  and  better  work,  each  one,  each  day. 

Through  such  observation  I  have  come  to  a  firm  and  definite  conclu- 
sion of  the  value  of  labor-saving  devices  to  masses  of  hardworking  men 
in  elementary  work,  even  though  the  first  effect  seems  to  be  to  run 
them  out  of  a  job.  Part  of  that  conviction  is  the  belief  that  there  is  no 
other  procedure  to  raise  the  status  of  such  groups  but  in  labor-saving 
devices.  Further,  that  the  enormous  economic  advantages  are  not  more 
important  than  the  moral  effects,  which  contemporaneously  and  natur- 
ally flow  from  the  use  of  such  devices.  Only  through  them  can  we 
lighten,  sweeten,  and  render  more  profitable  the  lives  of  the  millions  of 
men  who  now  work  out  of  sight  in  coal  mines. 

The  poor  Asiatic  actually  regards  jealously  a  beast  of  burden  as  his 
competitor  and  rival.  We  will  not  go  very  far  until  we  remove  from 
down  in  the  coal  mine  the  obsession  that  steam  and  electric  beasts  of 
burden  are  competitors  and  rivals  of  men's  bodies — the  Asiatic  view — 
and  substitute  the  belief  that  these  agencies  are  friends  and  humble  aids 
just  as  much  as  domestic  animals. 

We  are  met  to  study  over  the  economics  of  the  coal  harvest.  The 
viewpoint  I  am  to  take  is  that  of  an  outsider.  Not  always  does  the 
onlooker  see  most  of  the  game,  but  his  view  is  bound  to  vary  either 
from  that  of  the  coal  operator,  who  is  too  close  to  the  game  and  too  in- 
terested in  its  habits,  or  that  of  the  economist  and  statistician,  whose 
mind  dwells  on  the  refinement  of  the  existing  order  of  things  as  set  forth 
in  recorded  facts. 

The  ore  man  first  realizes  the  radical  difference  surrounding  the  art 
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of  ore  handling  as  a  stage  of  steel  making  from  its  kin,  the  art  of  coal 
mining.  The  steel  business  is  dramatic ;  it  has  been  very  profitable ; 
great  fortunes,  remarkable  men,  are  associated  with  it  in  the  public 
mind.  Vast  numbers  of  fine  technicallj'  trained  3'oung  men  seek  it. 
Steel  plants  are  adjacent  to  large  cities;  the  personnel  participates  in 
the  life  of  such  places.  It  employs  all  the  arts,  and  its  work  is  easily 
translated  into  readable  journalism. 

On  the  other  hand,  coal  getting  is  essentially  provincial.  It  is  a 
dirty  occupation;  out  of  sight.  It  attracts  a  large  number  of  simple- 
minded,  vigorous  men,  largely  of  foreign  birth,  who  from  their  isolated 
lives  have  small  chance  for  what  we  call  Americanization.  This  is  not 
an  unfair  statement,  and  explains  the  fact  that  iron  ore  handling  has 
gone  so  far — has  already  achieved  the  reform  in  procedure  which  coal 
mining  awaits. 

Low  grade  copper  ore  manipulation  has  already  benefited  by  utiliz- 
ing the  devices  and  knowledge  of  the  iron  processes. 

The  four  great  opportunities  in  coal  production  and  use  appearing 
to  me  are: 

1.  Mechanical  loading  of  the  coal  after  the  face  is  shot  in  the  mine. 

2.  The  establishment  of  great  storage  piles  at  points  of  large  con- 
sumption. 

3.  A  reform  in  use  and  distribution  of  coal  at  large  cities. 

4.  The  classification  of  coal  from  its  chemical  and  physical  char- 
acteristics in  the  manner  that  wheat  or  iron  ore  is  now  classified. 

I  will  deal  with  these  four  ideas  in  order. 

1.  Mechanical  loading  of  the  coal  in  the  mine.  The  outsider  with 
technical  training  and  experience  is  astounded  when  he  first  compre- 
hends the  fact  that  nearly  700,000,000  tons  of  coal  each  year  is 
shoveled  by  hand  into  mine  cars  in  this  country  alone.  It  is  to  him  as 
though  we  were  to  go  back  to  spading  our  land  in  agriculture  instead 
of  plowing  it.  Let  me  try  to  visualize  this  work  for  you.  The  coal 
we  burn  in  the  months  of  January  and  February  would  fill  up  the  whole 
Panama  Canal.  Who  would  contemplate  that  great  work  as  a  possi- 
bility with  hand  tools?  A  million  men  in  the  United  States,  another 
million  in  the  L'^nited  Kingdom,  pass  their  working  lives  down  in  the 
mine  or  near  the  pit  mouth  in  the  work  of  transferring  coal  from  its  long 
resting  place  into  railroad  cars.  Think  of  the  crowds  of  New  York,  or 
Chicago,  or  Philadelphia,  then  remember  that  one  man  in  25  works  in 
a  coal  mine,  and  actually  one  man  in  12  in  Great  Britain.  "Out  of 
sight,  out  of  mind,"  we  say,  and  the  terrible  truth  goes  on  and  on. 

Were  it  not  for  the  peculiar  psychology  underground,  were  it  not 
for  the  fact  that  this  mining  is  dirty,  and  its  details  unknown  to  so- 
ciety, this  matter  would  have  been  disposed  of  long  ago.     Give  access 


108  American  Economic  Associatio'n 

to  the  mechanical  ability  of  the  nation,  spread  news  of  the  need  and 
opportunity,  and  the  same  kind  of  wit  which  dealt  with  the  harvest  will 
speedily  and  easily  deal  with  the  coal.  I  do  not  regard  this  problem  as 
mechanical  so  much  as  psychological.  In  view  of  what  we  now  do  in 
other  forms  of  excavation,  I  do  not  regard  the  job  as  especially  difficult. 
My  observation  for  the  past  forty  years  leads  to  the  belief  that  in- 
tellectual and  economic  appeals,  however  logical,  sound,  and  fortified, 
make  little  headway  unless  accompanied  by  some  moral  and  sentimental 
appeal.  Can  one  conceive  a  proposal  more  splendid  than  one  to  bring 
to  the  surface  and  the  light  of  day  700,000  men  to  do  some  finer  and 
better  work,  and  to  bring  upward  with  them  their  families  and  depend- 
ents? One  cannot  escape  the  conclusion  that  mechanical  loading  of 
coal  is  the  principal  change  necessary  to  do  this. 

The  preponderance  of  our  coal  is  mined  from  veins  in  which  a  man 
may  stand  comfortably  erect.  Into  the  face  of  the  vein  of  coal  auger 
holes  are  bored  to  contain  explosives  to  loosen  the  coal,  and  a  slot  is 
cut  into  the  bottom  of  the  vein  by  the  so-called  mining  machines. 
The  prices  the  miner  receives,  so  much  referred  to  in  our  daily  pa- 
pers, require  him  to  bore  the  auger  holes,  furnish  the  explosives,  and 
pay  for  the  cost  of  undercutting  the  coal  by  machine.  After  the  ex- 
plosion he  must  shovel  the  coal  into  cars  which  are  to  convey  it  to  the 
surface.  The  cost  of  providing  for  the  explosion,  plus  the  cost  of  un- 
dercutting, amounts  to  about  15  cents.  If  the  total  paid  miners  be,  as 
it  is  in  Illinois,  $1.04,  then  for  the  job  of  shoveling  a  ton  of  coal  into  a 
car  the  miner  and  his  "buddie"  get  not  less  than  89  cents. 

This  is  the  particular  act  the  wastefulness  of  which  I  would  now 
emphasize.  If,  in  agriculture,  the  land  were  prepared  by  such  a  primi- 
tive process,  then  either  wheat  would  be  worth  $15  a  bushel  or  agricul- 
tural labor  would  be  paid  at  a  rate  of  not  more  than  $100  a  year,  a 
sum  much  greater  than  is  now  paid  in  China,  where  such  primitive 
methods  do  prevail  in  agriculture. 

The  truth  is  that  the  mechanical  genius  of  the  nation  has  passed  by 
this  great  opportunity  unaware.  Is  it  just  to  the  rest  of  us  that  this 
particular  calling  should  remain  so  far  behind.?  When  one  recalls  the 
wonderful  things  done  by  labor-saving  devices  in  the  mighty  aggregate 
effort  of  this  nation  each  year,  no  sensible,  reasonably  qualified  mind 
can  doubt  but  that  this  work  of  shoveling  can  and  will  be  done  for  a 
fifth  of  its  present  cost  by  machine,  and  that,  at  the  same  time,  every- 
body's job  will  be  lighter,  pleasanter,  and  more  profitable,  precisely  as 
has  been  the  case  with  the  changes  in  handling  iron  ore. 

Furthermore,  the  work  of  boring  the  auger  holes  and  loading  them 
with  explosives  will  be  better  done  by  experts  who  do  nothing  else,  just 
as  the  undercutting  has  already  been  relegated  to  experts  in  whose 
hands  the  undercutting  machines  now  do  this  work  far,  far  cheaper 
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and  less  wastcfuUy  than  the  old-fashioned  miner,  wielding  a  short  sharp 
pick,  could  ever  do  it. 

Let  me  state  here  that  when  you  hear  of  machine  mining  of  coal,  it 
only  refers  to  coal  under  which  the  slot  has  been  made  by  machine.  The 
expression  "machine  mined"  is  misleading.  It  is  true  that  machines  are 
available  to  do  the  major  operation,  but  so  far  they  don't  do  1/10  of 
1  per  cent  of  the  loading,  and  their  extensive  use  is  always  threatened 
by  the  natural  mistrust  engendered  by  an  old-world  mental  attitude 
prevailing  in  the  rooms  of  our  coal  mines. 

I  am  about  to  state  a  most  glorious  fact,  not  much  known,  yet  which 
often  cheers  the  little  groups  of  choice  spirits  in  each  art  who  have 
brought  about  the  wonderful  labor-saving  devices  at  the  bottom  of  our 
national  success. 

That  fact  is  that  Avhenever  we  start  up  some  bold  and  economical 
change  in  our  work,  we  almost  invariably  find  collateral,  incidental 
and  unsuspected  benefits  as  great  as  those  we  first  had  in  mind.  I  will 
name  a  typical  one  out  of  a  mass. 

When  we  undertook  to  handle  iron  ore  mechanicall}',  the  great  com- 
prehensive tools  brought  forth  enabled  the  ore  to  be  piled  in  such 
masses  that  ive  abolished  zcinter.  Two  days  ago,  some  of  us  with  our 
children  and  grandchildren  danced  round  the  Christmas  tree,  an  age- 
long practice.  Twenty  years  ago  at  such  a  moment  hundreds,  nay 
thousands,  of  men  were  out  in  the  night,  maybe  20°  below  zero,  with 
a  gale  blowing,  each  man  with  his  barrow  or  buggy,  his  pick  and  shovel, 
attacking  frozen  ore  piles  from  the  outside.  You  all  have  imagination 
enough  to  fill  in  the  details  of  the  situation.  Today  one  man  does  the 
work  of  hundreds.  He  sits  down,  he  wears  gloves,  he  has  abundant 
light.  He  keeps  the  temperature  of  his  trolley  cab  as  comfortable  as 
in  your  library.  He  uses  the  frozen  crust  of  the  pile  as  a  protecting 
wall,  so  that  like  potatoes  in  a  cellar,  the  ore  remains  in  a  good  work- 
ing condition,  not  frozen. 

I  will  pass  to  contemplation  of  the  collateral  benefits  necessarily  flow- 
ing out  of  a  system  of  complete  mechanical  mining  of  coal. 

Roughly  speaking,  one  may  justly  say  that  the  operating  cost  of 
putting  a  ton  of  coal  on  a  railroad  car  is  twice  the  sum  paid  the  miner. 
The  half  not  paid  him  forms  the  cost  of  creating  and  maintaining  in 
the  mine,  local  transportation,  ventilation,  drainage,  light,  search  and 
safety,  management,  lifting  coal  to  the  surface,  and  general  main- 
tenance. Now  this  whole  group  of  costs  varies  directly  with  the  un- 
derground area  from  which  the  coal  is  gathered.  For  my  present  pur- 
pose it  is  a  fair  assumption  to  state  that  for  each  1000  tons  brought  up 
100  acres  below  is  provided  with  a  labyrinth  of  entries,  rooms,  tracks, 
switches,  ventilation  devices,  so  that  in  a  big  mine,  raising  5000  tons, 
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almost  a  section  or  mile  square  is  so  organized-— a  city  underground, 
which  utterly  bewilders  the  novice  on  first  acquaintance. 

This  area  largely  arises  from  the  pseudo-ownership  which  every 
miner  acquires  of  his  room  or  rooms,  technically  known  as  his  place. 
This  place  he  inhabits  with  his  "buddie"  and  owns  for  perhaps  a  year. 
An  unwritten  charter  has  for  a  century  given  him  rights  which  are 
sacred.  He  works,  or  does  not  work,  like  the  rest  of  us,  according  to 
our  health,  our  wife's  health,  our  national  holidays,  our  interest  in 
baseball,  our  funerals,  our  marriages,  our  quarrels.  The  problem  of 
supplying  empties  or  taking  away  loads  from  the  rooms  or  places,  thus 
becomes  a  sort  of  game  of  chess,  almost  impossible  of  proper  organi- 
zation.   From  this  the  miner  himself  suffers  most  of  all. 

It  is  trite  to  say  that  the  work  at  any  point  in  a  coal  mine,  as  in  any 
tunnel,  will  proceed  with  the  frequency  with  which  a  face  is  shot.  I 
find  that  the  room  faces  are  shot  in  Southern  Illinois  on  an  average 
about  once  in  four  days.  If  these  faces  were  shot  every  day,  it  must 
surely  follow  that  the  area  kept  alive  with  the  agencies  I  have  mentioned 
will  be  cut  down  correspondingly.  That  is  to  say,  two  and  one-half 
acres  become  the  equal  of  ten  acres,  and  the  cost  of  mining  over  what 
is  paid  the  so-called  miner  will  fall  in  much  that  measure. 

Machine  loading  will  necessarily  abolish  the  institution  of  places  in 
coal  mining.  A  group  of  six  men  with  loading  machine  and  gathering 
motor  should  average  100  tons  of  coal  per  hour  loaded  in  mine  cars 
and  delivered  to  the  general  transportation  system  of  the  mine.  This 
crew  will  proceed  from  room  to  room,  with  much  the  same  sort  of  order 
that  we  follow  in  other  work  of  a  kindred  character  above  ground. 
Machine  loading  will  enormously  concentrate  the  work.  Inasmuch  as 
there  will  always  be  a  gathering  locomotive  in  attendance,  there  will  be 
hardly  any  limitation  to  the  size  of  mine  cars.  They  should  rise  to  ten 
or  even  fifteen  tons,  instead  of  two  or  three  or  four  as  a  present  average. 

Throughout  the  procedure  everyone  will  think  and  act  in  larger 
units,  and  this  is  no  small  matter.  Ten  years  ago  in  an  earnest  inquiry 
I  could  find  no  reason,  nor  could  any  of  my  expert  friends  on  the  ground 
find  any,  for  the  fact  that  coal  in  London,  250  miles  by  water  route 
from  two  great  coal  fields,  was  $3.70  per  ton  f.o.b.  cars,  while  coal  in 
Chicago,  300  miles  by  rail,  plus  a  terrible  winter,  was  $2.30  f.o.b.  cars, 
wages  in  Illinois  being  almost  three  times  wages  in  England.  No  other 
reason,  I  say,  but  thinking  and  acting  in  our  case  in  larger  units.  The 
Englishman  did  his  work  in  what  I  can  find  no  other  fitting  expression 
for  but  a  piddling  away — his  mine  cars  like  baby  carriages,  his  railroad 
cars  hardly  bigger  than  our  delivery  trucks.  No  one  could  pretend  that 
English  miners  are  inferior  to  our  miners  as  miners.  When  they  come 
here  they  hold  their  own.     Yet  they  get  but  250  tons  per  year  against 
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our  GOO  tons.  Our  surprise  at  this  is  only  heightened  when  we  find 
that  the  miner  of  the  Steel  Corporation  doubles  this  figure  again,  and 
gets  twice  as  much  coal  as  the  miner  outside  the  Steel  Corporation. 
There  seems  no  limit  to  what  a  man  can  do  when  properly  fortified 
by  organization  and  tools. 

Having  prognosticated  certain  things  twenty  years  ago  with  suc- 
cess, I  will  go  into  the  game  again  and  prophesy  that  coal  production 
cost  at  the  pit  mouth  will  fall  two  or  three-fold  within  the  coming  ten 
to  twenty  years,  and  yield  more  profit  to  all  concerned  than  ever  before, 
excepting  of  course  our  last  three  years'  spree. 

2.  The  establhhment  of  storage  piles  at  pomts  of  large  consumption. 
The  greatest  economical  waste  in  the  coal  situation  is  the  waste  of 
manhood,  waste  both  physical  and  intellectual.  Most  of  our  miners 
come  from  a  European  environment,  cruelly  hard,  and  lacking  in  op- 
portunity. Life  in  the  mine  and  a  home  in  the  vicinity  do  not  afford 
what  all  good  men  most  desire,  an  opportunity  for  prompt  Americani- 
zation. Being  isolated  groups,  often  nationally  coherent,  forces  are 
very  strong  to  preserve  the  old  world  mentality  and  habits.  This  situ- 
ation is  aggravated  by  the  fact  that  coal  mining  has  been  allowed  to 
become  a  seasonal  industry,  due  to  our  severe  climate  and  its  caprices, 
and  here  appears  my  second  great  opportunity. 

From  the  beginning  our  ore  industry  stopped  each  year  with  the 
freezing  of  the  Great  Lakes.  We  were  forced  to  introduce  storage 
systems,  and  out  of  them  has  developed  a  most  astonishing  group  of 
efi^ective  mechanisms,  which  are  ready  to  the  hand  of  those  manipulat- 
ing coal. 

The  intermittent  character  of  bituminous  coal  mining  is  very  de- 
moralizing. I  wonder  how  many  men  in  this  room  would  retain  their 
equanimity  did  they  live  under  circumstances  wherein  day  after  day, 
week  after  week,  year  after  year,  they  could  not  forecast  from  day  to 
day  when  they  would  work,  how  much  they  could  work,  bread  and  but- 
ter requiring  that  they  must  work.  Our  soft  coal  mines  probably  have 
not  averaged  200  days'  work  in  the  year.  The  difficulty  has  always 
been — what  200  days?    No  one  could  tell  a  week  ahead. 

The  obvious  remedy  for  this  is  the  storage  pile  at  centers  of  con- 
sumption. It  is  interesting  to  know  that  this  system  has  long  been  in 
existence  in  dealing  with  the  coal  for  our  Northwest.  Many  millions 
of  tons  are  carried  annually  b}'  the  returning  ore  vessels  to  Duluth 
and  other  points,  and  from  there  distributed  as  the  demand  arises. 
This  coal  has  been  carried  a  thousand  miles  for  the  past  twenty  years 
for  something  between  30  and  50  cents  a  ton — an  economical  achieve- 
ment without  parallel. 

Northwest  practice  has  fairly  abolished  the  bugbears  of  deterioration 
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and  of  spontaneous  combustion,  save  in  very  high  sulphur  coal.  The 
devices  are  available  now  in  the  car  dump  and  the  great  storage  bridge 
to  put  soft  coal  into  stock,  and  take  it  out  of  stock,  for  something  like 
a  total  of  10  or  15  cents  a  ton. 

The  creation  of  a  system  of  storage  and  equipment  will  give  con- 
tinuity to  coal  mining,  but  its  collateral  advantages  will  be  even  greater. 
No  longer  will  railroad  cars  choke  the  great  yards  at  division  points, 
demoralizing  prices  and  stopping  traffic.  The  railroad  will  run  its 
regular  trains  throughout  the  year  to  move  the  coal.  No  longer  will 
the  coal  supply  in  our  cities  have  its  chills  and  fever  as  the  weather 
varies.  The  severe  winter  storm  not  only  suddenly  causes  a  great  de- 
mand for  coal,  it  also  brings  conditions  under  which  even  a  normal 
demand  cannot  be  met. 

It  is  an  open  secret  that  4/10  cents  tariff  per  ton  mile  never  was, 
or  will  be,  a  profitable  figure  for  railroad  transportation  in  our  severe 
winter.  There  is  every  prospect  that  it  will  be  profitable  with  a  steady 
volume  of  business  during  the  fine  weather  part  of  the  year.  Moreover, 
a  good  deal  of  this  ultra  coal  movement  is  contemporaneous  with  the 
transfer  of  the  harvest.  It  is  altogether  desirable  that  these  two  maxi- 
mum streams  of  transportation  should  be  separated  in  season  if  we  can 
do  it. 

3.  A  reform  in  the  use  and  distribution  of  coal  in  cities.  We  use 
about  the  same  amount  of  coal  per  capita  as  England,  say  six  tons 
each  per  annum.  In  our  case  a  large  modicum  is  used  to  meet  a  severe 
climate,  that  is,  to  keep  our  bodies  warm  and  commodities  from  injury ; 
in  short  to  promote  comfort.  All  of  this  fuel  is  very  wastefully  used. 
It  is  a  safe  statement  to  say  it  is  burnt  at  a  rate  corresponding  to  six 
or  more  pounds  per  horsepower  hour,  whereas  it  might  be  burnt  in 
large  installations  at  two  pounds  per  horsepower  hour  to  effect  the 
same  result.  This  fuel  is  distributed  to  thousands  and  thousands  of 
destinations  by  wheel  vehicles  along  the  streets,  wearing  out  pavements 
and  interfering  with  the  trafl'ic.  In  the  same  manner  the  ashes  and 
partly  burnt  coal,  amounting  to  one  eighth  in  weight,  probably  one 
fourth  in  volume,  are  gathered  and  finally  disposed  of.  Needed  space 
in  buildings  is  occupied ;  the  "bete  noir"  of  housekeepers,  the  furnace 
man  and  the  ash  man,  all  take  their  place  in  this  chain  of  waste  and 
annoyance. 

The  primary  saving  which  would  ensue  should  municipalities  under- 
take to  furnish  heat  to  the  citizens,  as  they  now  do  water,  by  means  of 
great  central  stations,  would  reach  a  sum  measurably  equal  to  the 
present  total  taxation  in  those  cities. 

The  secondary  saving,  due  to  the  absence  of  smoke,  the  prolonged 
life  of  carpets,  wall  paper,  clothing,  furniture,  curtains,  laundrying. 
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paint  and  many  other  things,  would,  if  justly  stated,  reach  such  a 
mighty  sum  as  even  to  attract  the  notice  and  respect  of  one  of  our  in- 
dustrial boards  in  Washington  during  the  late  war.  A  man  in  a  city 
should  no  more  be  allowed  to  light  a  soft  coal  fire  in  his  house  than  he 
is  allowed  to  maintain  a  private  water  supply  in  his  back  yard  in  the 
form  of  a  shallow  well. 

4.  The  classification  of  coal  from  its  physical  and  chemical  charac- 
teristics. This  major  reform  is  suggested  by  the  steel  business. 
Twenty-five  years  ago  there  were  perhaps  100  different  varieties  of  iron 
ore  on  the  Messabe  range,  each  ore  bearing  the  name  of  the  mine — 
fondly  supposed  by  the  owner  to  have  special  merits.  The  Steel  Corpo- 
ration classified  all  this  ore  into  five  grades  or  groups.  This  act  has 
enormously  simplified  the  movement  of  fifty  million  tons.  In  the  same 
way,  our  wheat  loses  its  identity  the  moment  it  appears  at  a  railroad. 
It  then  becomes  merely  so  many  bushels  of  No.  1  Red  or  some  other 
grade.  It  would  be  impossible  to  move  our  harvest  if  the  identity  of 
each  parcel  of  grain  were  preserved. 

The  benefits  which  would  accrue  from  a  systematization  of  this 
character  in  coal  would  be  very  great,  and  ramify  in  many  directions. 
Let  me  pick  out  one. 

The  bulk  of  our  coal  in  cities  is  delivered  to  team  tracks  and  shoveled 
from  the  cars  into  wagons  or  trucks.  I  know  of  land  in  Chicago  worth 
a  half  million  dollars  an  acre  devoted  to  such  a  purpose — a  most  waste- 
ful use  of  car  time,  team  time,  and  land  time.  All  this  coal  should  at 
once  be  classified  by  disinterested  officials,  be  mechanically  unloaded  by 
car  dumps,  elevated  into  great  structures  like  grain  elevators,  and 
loaded  by  gravity  into  wheeled  vehicles  for  distribution.  The  cost,  by 
such  a  plan,  would  be  an  infinitively  small  part  of  the  present  cost,  a 
vast  amount  of  tonnage  would  be  handled  on  a  small  area,  and  the  rail- 
road equipment  released  in  a  few  hours  instead  of  days. 

Twenty-five  years  ago  an  empty  car  arriving  at  a  Lake  Erie  port 
was  in  port  some  four  days  before  it  departed  as  a  weighed  load  for 
Pittsburgh.  Today  it  is  not  a  tenth  of  that  time  at  good  harbors. 
Perhaps  you  will  visualize  the  saving  of  space  when  I  state  that  a  metro- 
politan elevator  will  store  the  grain  contained  in  a  train  of  railroad 
cars  six  miles  long. 

The  classification  of  coal  according  to  its  genuine  contents  will  pro- 
tect the  public  in  the  same  manner  that  statutes  of  our  states  protect 
farmers  regarding  fertilizers,  throwing  out  of  the  game  much  bunk, 
clarifying  the  business,  and  benefiting  both  producer  and  ultimate  con- 
sumer. Today  we  are  able  on  a  dock  front  600  feet  long  to  do  a  volume 
of  business  in  iron  ore  of  over  three  million  tons.  Twenty-five  years 
ago  it  took  a  frontage  of  a  mile  to  handle  half  as  much.     The  treat- 
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ment  of  coal  in  cities  is  susceptible  of  improvement  of  the  same  order. 
I  have  deliberately  kept  to  the  last  two  advantages  which  it  seems 
must  inevitably  arise  in  coal  mining  when  mechanical  loading  of  coal 
becomes  general,  both  due  to  the  celerity  with  which  a  given  area  will 
be  attacked  and  the  coal  robbed. 

The  first  one  is  its  effect  on  safety  in  coal  mining.  The  public  mind 
is,  from  time  to  time,  aroused  over  the  story  of  some  great  calamity. 
It  sees  pictures  in  the  newspapers  showing  hundreds  of  women,  with 
shawls  over  their  heads,  waiting  for  the  bodies  of  their  beloved  to  come 
to  the  surface.  Not  at  such  times,  statistics  show  us,  do  the  fatalities 
arise.  The  preponderance  of  fatal  accidents  come  from  pieces  of  roof 
falling,  not  extensive,  a  few  hundred  pounds  at  a  time.  Now  every  engi- 
neer knows  that  caving,  whether  in  open  cut  or  underground,  is  but  a 
question  of  time — ground  which  is  quite  safe  for  a  week  is  utterly  un- 
safe in  a  month.  It  is  plain  to  me  that  nearly  all  fatalities  from  local 
roof  falling  will  disappear  with  complete  machine  mining.  It  is  not 
uncommon  to  leave  coal  in  the  roof  merely  to  strengthen  it.  I  know 
of  mines  in  Illinois  where  as  much  as  20  per  cent  of  the  coal  is  not 
taken  out  for  this  reason:  to-wit,  the  roof  is  not  safe  for  a  year  with- 
out it;  but  if  the  same  roof  was  called  on  to  stand  only  a  month,  it 
generally  would  be  safe  without  the  reinforcement  of  two  feet  of  coal 
left  in  place. 

The  second  great  collateral  advantage  I  confidently  predict  as  a 
consequence  of  rapid  machine  loading  will  be  that  almost  all  our 
bituminous  coals  may  then  be  taken  out  by  the  long  wall  system,  thus 
winning  all  the  coal,  not  the  dubious  70  per  cent  we  now  flatter  our- 
selves with.  If  this  be  so,  it  means  a  beneficent  revolution  in  all  the 
stages  of  coal  mining.  For  one  thing,  the  long  wall  will  abolish  the 
dangerous  and  expensive  robbing  of  pillars  in  all  systems  of  stall  and 
pillar  mining,  under  which  the  most  of  our  coal  is  won. 

I  find  myself  so  often  referring  in  the  steel  business  to  twenty-five 
years  ago.  This  was  the  period  when  the  metallurgical  side  of  the 
business  had  so  far  progressed  that  the  technical  groups  turned  their 
minds  to  the  perfection  of  mechanical  procedure.  It  is  only  just  to 
say  that  the  formation  of  the  Steel  Corporation,  bringing  together  large 
numbers  of  highly-trained  young  men  in  friendly  relation,  who  stim- 
ulated, aided,  yet  competed  with  each  other,  has  perhaps  been  the 
largest  factor  in  bringing  about  this  burst  of  enthusiastic  effort  with 
its  grand  results  to  all  of  us. 

The  coal  business  is  ripe  for  changes  along  the  lines  indicated,  that 
is,  of  cooperative  management  and  friendly  spirit.  Perhaps,  too,  the 
moment  is  opportune.  Sadly  we  must  admit  we  seem  to  be  at  the 
portals  of  a  period  of  depression.    Is  this  not  the  very  moment  to  estab- 
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lish  in  our  cities,  on  our  railroads,  and  in  our  mines  the  agencies  for 
production  to  adequately  meet  the  next  wave  of  prosperity  and  de- 
mand? Indeed,  will  not  such  a  program  accelerate  the  coming  of  that 
happy  time? 

I  apologize  for  being  so  technical  before  this  audience.  For  the 
reasons  I  have  attempted  to  give,  an  appeal  must  be  made  to  the  en- 
lightened public,  for  the  art  of  coal  mining  is  out  of  sight  and  has  not 
the  advantage  of  all  the  other  arts  of  being  in  the  light  of  day  and 
within  the  purview  of  the  man  who  runs  and  reads.  Public  opinion  must 
be  roused  to  the  splendid  job  of  bringing  to  the  surface  about  three- 
quarters  of  a  million  vigorous  men.  I  repeat,  I  will  not  make  much 
progress  by  a  merely  intellectual  appeal.  The  appeal  must  have  its 
moral,  sentimental  side.  It  is  not  an  extravagant  statement  to  say 
that  the  environment  and  the  life  in  the  mine,  under  which  this  million 
men  Mork,  is  less  agreeable  than  the  environment  we  provide  in  our 
prisons  for  criminals.  No  fair  man  can  go  into  a  mine  without  warm- 
ing to  the  good,  vigorous  fellows  lie  rubs  against.  Perhaps  I  am  over- 
sensitive. Perhaps  I  feel,  stronger  than  other  men,  a  hatred  of  seeing 
human  fingers  and  human  muscle  doing  things  that  an  inanimate  ma- 
chine can  do  better. 

Only  since  writing  this  paper  have  I  come  to  a  realization  of  pro- 
portions in  total  tonnage  movement  of  our  railroads.  I  offer  a  visible 
exhibit  of  that  proportion  : 

Coal   650  million  tons 

Wheat   ....    30  million  tons 

Corn    4.5  million  tonsi 

Oats 9  million  tons  >An  equal  amount  remains  on  the  farms. 

Hay    50  million  tonsj 

Iron  Ore ...    70  million  tons 

Steel 40  million  tons 

Lumber    ...    60  million  tons 

The  agricultural  harvest  which  our  railroads  handle  is  therefore  but 
one  fifth  the  weight  of  the  coal  they  move.  Adding  the  ore,  steel,  and 
lumber,  it  appears  that  the  coal  is  still  more  than  double  in  weight 
that  of  all  the  other  primary  products  mentioned. 

I  am  now  going  to  make  a  statement  sure  to  evoke  a  storm  of  dis- 
sent ;  nevertheless  I  make  it  with  confidence. 

My  claim  is  that  the  time-honored  pit-mouth  cost  of  a  ton  of  bitumi- 
nous coal,  which  has  ranged  for  many  years  from  $1.10  to  $1.40,  will 
by  reason  of  mechanical  loading  in  the  mine  fall  to  a  total  of  50  cents 
per  ton,  f.o.b.  cars  at  the  pit  mouth.  Now  a  horsepower  requires  ten 
tons  of  coal — and  the  interest  cost  of  steam  installation,  about  $5.00 
per  year.  These  two  items  constitute  80  per  cent  of  the  cost  of  a 
horsepower  year. 
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What  do  these  figures  mean?  Simply  this,  that  with  the  premise 
stated,  a  steam  horsepower  year  cost  generated  at  the  mine  falls  to  the 
cost  at  Niagara  Falls,  which  has  the  advantage  of  high  hydraulic  head 
and  faA'orable  environment,  and  much  below  that  at  Keokuk,  with  low 
hydraulic  head  and  less  favorable  environment  for  the  sale  of  power. 

What  next  follows  ?    Three  things  plainly : 

1.  It  will  then  be  ridiculous  to  haul  coal  by  railroad  cars  at  50  miles 
a  day  when  we  can  send  its  equivalent  180,000  miles  a  second  by  high 
tension  current  to  points  of  consumption. 

2.  Our  railroads  might  be  relieved  in  this  way  of  say  300  million 
tons  of  low  priced  haul. 

3.  Our  railroads  will  find  electric  traction  with  generating  station  at 
mine  cheaper  and  better  than  the  steam  locomotive. 

Is  it  not  pertinent  to  inquire  whether  the  large  expansion  of  our 
railroads  generally  supposed  to  be  necessary  cannot  largely  be  met  by 
canceling  this  vast  unnecessary  coal  tonnage  movement?  Surely  any- 
one knows  that  coal  transportation,  with  its  heavy  wheel  loads,  is  the 
principal  cause  of  wear  and  tear  on  the  permanent  way  of  our  railroads. 

A  distinguished  man  a  few  years  ago  affronted  many  good  people  by 
the  declaration  that  our  railroads  might  by  economy  save  a  million 
dollars  a  day.  Those  same  good  people  would  now  view  the  allegation 
as  one  coming  from  a  piker  in  its  moderation. 

How  strong  is  the  force  of  habit.  What  sense  is  there  in  hauling  mil- 
lions of  tons  of  hard  coal  700  miles  to  Chicago,  or  1000  miles  to  Kan- 
sas City,  when  the  local  fuel  merely  by  a  shift  in  well  known  procedure 
will  do  as  well?  We  contemplate  with  pain  the  coming  or  perhaps  al- 
ready arrived  depression — with  its  involved  suffering.  Will  a  time 
ever  come,  when  by  an  intellectual  process,  drawing  from  the  stock  of 
knowledge  you  men  have  collected  and  digested,  we  can  avert  a  depres- 
sion, by  applying  the  proper  remedy?  Must  we  go  on  forever  in  the 
dark,  learning  only  as  the  burnt  child  avoids  the  fire?  Shall  we  go  on 
forever  suffering  want,  just  because  we  have  too  much  of  what  we  want? 

THE  BITUMINOUS  COAL  INDUSTRY— DISCUSSION 

Arthur  E.  Suffern. — Most  of  the  facts  brought  out  by  the  various 
papers  on  this  subject  are  so  very  true  that  we  are  tempted  to  refuse  to  see 
their  full  implications.  The  public  has  been  discontented  with  the  situation 
in  the  coal  industry  for  some  time.  Even  though  it  is  recognized  that  there 
is  a  public  problem  in  relation  to  the  coal  industry,  it  will  be  difficult  to  find 
instrumentalities  formidable  and  effective  enough  to  cope  with  it. 

One  can  hardly  fail  to  be  impressed  with  the  analysis  of  the  elements  of 
the  problem  which  the  papers  on  this  subject  have  presented.  Moreover, 
some  practical  measures  liave  been  pointed  out  for  dealing  with  technical 
improvements,  operation,  transportation,  storage,  distribution,  standardiza- 
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tion  of  product,  and  the  improvement  of  the  conditions  of  human  life  in  the 
industry.  But  they  all  seem  to  be  dependent  for  effectiveness  upon  the  way 
they  are  fitted  into  some  comprehensive  plan  for  dealing  with  the  industry 
as  a  whole. 

The  most  important  aspect  of  the  problem  would  seem  to  be  what  has 
been  called  the  "deflation  of  mining  capacity."  Improvements  in  technical 
processes  of  production,  greater  conservation  of  resources,  and  the  more 
adequate  use  of  transportation  facilities  all  are  largely  dependent  upon  care- 
ful adjustment  of  mining  capacity  to  meet  the  needs  of  the  nation.  Overin- 
vestment in  times  of  prosperity,  seasonal  fluctuation  in  demand,  and  glutted 
markets  have  formed  a  sequence  which  has  been  the  greatest  retarding  factor 
in  the  development  of  a  more  efficient  mining  process  and  in  the  relief  from 
congestion  of  transportation. 

Suppose  we  assume  that  we  wish  not  merely  to  conserve  our  resources 
but  that  we  desire  to  get  higher  returns  from  what  we  do  use.  Suppose  we 
assume  that  we  wish  to  give  investors  a  fair  return  upon  capital,  the  labor- 
ers a  compensation  permitting  decent  and  progressive  American  citizenship, 
and  the  consumers  the  best  quality  of  coal  possible  at  the  lowest  possible 
expense.  Suppose  we  make  no  attempt  to  go  as  far  as  the  best  production 
engineers  in  many  countries  say  we  should  go  in  dealing  with  the  industry 
according  to  the  best  known  science  at  our  command. 

In  an  attempt  to  accomplish  deflation  of  mining  capacity  with  these  as- 
sumptions present,  the  formation  of  an  adequate  plan  must  rest  upon  the 
selection  of  effective  soverign  powers  under  our  present  constitutional  ar- 
rangements. We  must  also  have  a  basis  of  regulation  which  would  be  broad 
and  effective  enough  to  enable  us  to  obtain  real  conservation,  to  enforce  the 
exploitation  of  the  thick  veins  or  the  thin  veins  and  the  best  grades  or  low 
grades  of  coal  to  suit  our  needs,  to  require  the  recovery  of  the  maximum 
percentage  of  coal  at  the  minimum  expense,  to  control  technical  processes 
and  the  use  of  equipment,  to  standardize  and  enforce  accounting,  to  regulate 
distribution,  to  standardize  coal  according  to  quality,  to  deal  with  wages 
and  conditions  of  labor,  and  to  provide  for  increasingly  greater  cooperation 
between  managers  and  workers. 

These  factors  all  demand  immediate  consideration  in  connection  with  pro- 
duction. Of  course  it  is  possible  only  in  theory  to  separate  production  from 
distribution  and  consumption  for  purposes  of  special  study  of  particular 
aspects  of  the  problems  involved.  It  would  seem  that  we  already  have  ade- 
quate powers  of  regulation  of  transportation  to  coordinate  it  with  a  scheme 
of  coal  control.  Moreover,  the  control  over  transportation  might  easily  be 
elaborated  in  a  way  to  practically  compel  communities  to  provide  storage 
and  receive  their  allotments  at  the  proper  time.  To  what  extent  communi- 
ties could  be  induced  to  reform  their  methods  of  use  and  distribution  of  coal 
would  probably  depend,  at  first,  more  upon  the  demonstration  of  efficiency 
and  saving  in  cities  which  tried  it  than  upon  the  possibilities  of  harmoniz- 
ing sovereign  powers  in  states  and  localities  or  the  extension  of  federal  regu- 
lation. 

One  thing  is  certain :  we  shall  make  a  choice  in  connection  with  this  prob- 
lem whether  we  wish  to  or  not.  Either  we  shall  seek  adequate  powers  and 
procedure  for  regulation,  or  we  shall  permit  the  waste  and  concentration  of 
power  which  has  obtained  in  the  anthracite  field.  The  latter  alternative  is 
apt  to  occasion  a  much  more  prolonged  period  of  waste  and  less  effective 
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control  in  the  bituminous  field  than  has  resulted  in  the  anthracite  industry. 
Moreover,  we  shall  ultimately  face  conditions  in  both  the  anthracite  and 
bituminous  fields  which  will  compel  a  policy  of  regulation.  If  this  is  true, 
all  parties  concerned,  owners,  workers,  and  consumers,  cannot  do  better  than 
agree  upon  and  work  for  a  plan  founded  upon  adequate  sovereign  powers, 
enforced  through  effective  organization. 

From  the  best  information  I  can  get  from  those  versed  in  constitutional 
law,  such  a  basis  of  power  might  be  obtained  through  a  law  extending  the 
federal  powers  to  control  businesses  under  licenses.  The  power  to  control 
through  licenses  might  be  supplemented  by  the  power  to  control  interstate 
commerce,  by  the  power  of  eminent  domain,  by  the  taxing  power,  and  even 
by  the  war  powers.  As  a  last  resort  a  basis  of  power  might  be  obtained 
through  a  federal  amendment. 

It  should  be  entirely  reasonable  to  suggest  that  nations  depending  in- 
creasingly upon  industries  for  growth  and  progress,  and  that  consumers  in 
cities  depending  completely  upon  coal  for  warmth  and  health,  will  ultimately 
demand  an  effective  basis  of  control  to  meet  these  needs  regardless  of  the 
obstacles  that  may  now  seem  to  hinder  its  attainment. 

Percy  Tetlow. — It  is  a  privilege  I  greatly  appreciate  to  make  a  state- 
ment before  the  American  Economic  Association,  whose  members  long  since 
have  abandoned  the  conception  of  economics  which  caused  it  to  be  called 
the  dismal  science.  According  to  the  old  doctrine  wages  could  never  rise 
above  the  level  necessary  to  provide  enough  workers  to  supply  the  needs  of 
humanity,  as  any  increase  above  that  minimum  would  cause  the  workers  to 
"breed"  more  rapidly  and  to  multiply  until  the  supply  of  labor  would  be  so 
plentiful  that  only  a  subsistence  wage  would  be  available  for  each  worker. 
That  was  indeed  a  dismal  doctrine;  aye,  a  brutal  doctrine.  None  of  you, 
gentlemen,  adheres  to  it.  You  know  that  every  industry  in  order  to  justify 
its  support  by  the  consuming  public  must  provide  for  the  workers  engaged 
in  it,  not  a  subsistence  minimum  that  would  enable  them  to  live  like  beasts 
or  savages,  but  a  living  wage  sufficient  to  support  them  and  their  families 
in  accordance  with  the  American  standard  of  living,  which  comprises  not 
only  food,  clothes,  and  shelter,  but  also  enough  to  provide  a  decent  educa- 
tion for  the  children,  to  afford  opportunity  for  self-betterment,  amusement, 
and  recreation,  and  to  make  it  possible  for  the  worker  and  his  wife  to  take 
part  in  the  religious  and  civic  life  of  the  community.  With  this  conception 
of  a  living  wage  you  are,  I  am  certain,  all  in  accord  as  economists  and  as 
citizens  of  a  democracy;  and  it  is  for  this  idea,  universally  admitted  in 
theory  and  sanctioned  by  the  highest  religious  and  political  authority,  but 
grossly  disregarded  by  many  of  the  managers  of  our  industries,  that  the 
United  Mine  Workers  contend. 

We  did  not  receive  a  living  wage  before  the  war.  At  a  time  when  $800 
a  year  was  considered  by  the  best  students  of  the  subject  as  the  minimum 
necessary  to  maintain  a  decent  existence,  the  majority  of  bituminous  coal 
miners  were  earning  only  between  $400  and  $600  a  year,  and  their  average 
earnings  were  only  $451.  Then  came  the  war  and  the  enormous  rise  in 
living  costs.  The  mine  workers  patriotically  agreed  to  stick  to  their  jobs 
and  to  ask  for  no  improvement  in  their  economic  conditions  so  long  as  the 
struggle  lasted.  But  the  dollars  in  their  pay  envelopes  were  continually 
shrinking  in  purchasing  power,  and  the  miners   in  self-preservation  were 
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obliged  to  request  on  several  occasions  to  have  their  money  w^ages  increased 
in  order  to  keep  their  real  wages  from  dropping.  They  had  to  run  very 
fast  to  remain  where  they  were.  The  requests  were  granted  on  some  oc- 
casions and  refused  on  others.  Out  of  the  last  refusal  grew  the  strike  of 
1919  and  the  appointment  of  the  Bituminous  Coal  Commission.  This  Com- 
mission considered  our  case  and  granted  us  an  increase  about  twice  as  large 
as  that  proposed  by  the  Fuel  Administrator,  Dr.  Garfield,  and  rejected  by 
the  miners.  The  Commission's  award  gave  us  a  wage  approximating  in 
purchasing  power  our  prewar  earnings.  But  it  granted  us  no  improvement 
over  our  prewar  economic  condition. 

The  war  is  over,  gentlemen,  and  this  is  the  time  to  make  it  clear  that  we 
are  no  longer  wedded  to  the  index  number.  We  were  willing  to  abide  by  its 
decrees  so  long  as  a  national  emergency  made  all  thought  of  personal  gain 
unpatriotic.  We  stuck  to  this  resolution,  although  our  employers  did  not 
scruple  to  make  large  profits  out  of  the  nation's  need  and  our  patriotic  sac- 
rifices. But  we  now  declare  our  independence  of  the  index  number  based  on 
1913  as  100  per  cent  Americanism.  We  claim  that  our  condition  in  1913 
was  not  American,  not  acceptable  to  a  self-respecting  community  of  work- 
ers. We  are  instead  willing  to  accept  the  decision  of  another  figure  ema- 
nating from  the  same  source  as  the  index  number,  based  not  on  any 
year  as  an  ideal,  but  on  the  amount  of  commodities  and  services  required  by 
a  family  in  order  to  maintain  a  standard  of  health  and  decency.  The  United 
States  Bureau  of  Labor  Statistics  has  worked  out  such  a  budget  of  physical 
quantities,  and  its  cost  in  our  present  day  dollars  is  roughly  $2240  a  year. 
Those  of  you  who  have  not  seen  the  budget  are  respectfully  referred  to  it. 
It  is  not  extravagant;  it  is  very  economical  and  conservative,  but  it  does 
grant  the  essentials  of  a  decent  life,  without  resorting  to  the  keeping  of 
boarders  and  lodgers,  and  thus  sacrificing  the  privacy  of  our  homes  and  the 
strength  of  our  women,  or  to  child  labor,  and  thus  ruining  the  future  of 
our  children. 

American  consumers,  I  am  certain,  are  willing  to  pay  enough  for  their 
coal  to  support  the  miners  according  to  this  standard  and  to  afford  a  reason- 
able return  to  the  capital  invested.  They  are  willing  to  pay  such  a  price, 
provided  they  are  assured  that  the  returns  to  labor  and  capital  are  only 
reasonable  and  that  the  pay  received  is  for  constant  work  throughout  the 
year  and  not  for  work  for  two-thirds  of  the  year  and  idleness  for  the  other 
third.  The  mine  workers  are  more  than  willing,  they  are  anxious,  to  work 
300  days  or  more  a  year,  but,  for  reasons  no  doubt  made  clear  to  you  by 
those  who  have  addressed  you  in  person,  they  have  not  been  granted  work 
every  working  day  of  the  year,  or  even  for  a  reasonably  sufficient  number 
of  days  in  the  year.  We  have  proposed  to  provide  for  all-year  employment 
by  limiting  our  work  to  SO  hours  a  week,  the  actual  weekly  average  of 
working  hours  given  us  through  periods  of  excessive  work  alternating  with 
excessive  idleness.  This  proposal  was  rejected  by  the  Bituminous  Coal 
Commission  and  called  an  economic  fallacy.  Perhaps  it  was;  we  are  not 
economists,  but  working  men  who  know  the  mental  anguish  and  the  demoral- 
izing effect  of  irregular  employment.  We  are  willing  to  take  counsel  with 
you  who  are  economists  as  to  what  is  the  best  way  to  assure  to  us  an  even 
flow  of  work  that  will  take  care  of  our  needs  and  at  the  same  time  not  tax 
the  consumer  for  more  than  the  value  of  services  rendered.  Would  a  wage 
fixed  on  an  annual  basis  accomplish  the  result,  by  eliminating  the  mines 
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which  cannot  compete  on  the  basis  of  full-time  labor  costs  ?  Or  do  we  need 
price  fixing  and  wage  fixing  by  a  sovereign  power?  This,  gentlemen,  is  a 
problem  of  vital  national  importance,  its  proper  solution  calls  for  the  ap- 
plication of  the  best  brains  of  the  country,  coupled  with  understanding 
hearts  not  willing  to  sacrifice  the  welfare  of  hundreds  of  thousands  of  miners 
to  the  dollar  in  the  pocket  of  the  producer,  the  middleman,  or  the  consumer. 
And  it  is  on  members  of  such  organizations  as  the  American  Economic  As- 
sociation that  rests  the  duty  to  enlighten  and  guide  public  opinion  toward 
a  proper  understanding  and  an  equitable  solution  of  the  problems  confront- 
ing the  bituminous  coal  industry.  We  hope  and  trust  that  in  working  out 
this  solution  you  will  not  lose  sight  of  the  miner,  the  ultimate  producer, 
who  labors  in  the  bowels  of  the  earth  so  that  the  wheels  of  industry  may 
continue  to  revolve  and  millions  of  homes  in  this  land  may  be  kept  warm  in 
the  heart  of  winter.  I  thank  you,  gentlemen,  for  the  privilege  of  making 
this  statement. 

Hugh  Archbald. — A  man  said  to  me  the  other  day,  "I  have  a  peach  of  a 
mine  foreman.  He  cannot  read  or  write  but  he  can  make  the  coal  come  out." 
The  man  who  made  that  remark  is  a  college  graduate — energetic,  aggressive, 
of  the  executive  type. 

On  that  story  I  wish  to  hang  my  tale,  for,  although  that  incident  is  an 
exaggeration  from  the  usual,  still  circumstances  have  put  the  daily  life  of 
the  men  in  the  mines  and  their  opportunity  for  earning,  as  well  as  the  con- 
tents of  the  pocketbooks  of  owners  of  mines,  into  the  hands  of  many  such 
men  as  that  foreman.    And  damage  is  done  to  both  parties. 

Coal  mining  is  governed  by  law  as  no  other  industry  is.  It  is  governed 
for  the  sake  of  the  safety  of  the  men  employed  in  the  mines.  Each  state 
in  which  there  are  coal  mines  has  its  own  code  of  laws.  In  some  the  mine 
code  is  very  detailed  as  to  what  shall  be  done  to  protect  the  lives  of  the 
men;  in  others  the  law  is  merely  general.  The  purpose  of  the  law  is  given 
as  "efficient  management,"  but  the  provisions  of  the  law  go  no  farther  than 
measures  for  safety. 

One  customary  section  of  the  law  is  that  mine  foremen  shall  pass  a  state 
examination,  and  another  is  that  the  operator  shall  employ  a  certified  mine 
foreman  who  shall  have  full  charge  of  all  work  inside  of  the  mine.  To  get 
a  certificate  a  man  must  work  in  the  mines  for  five  years  (in  Illinois  I  be- 
lieve that  it  is  only  four  years)  and  the  law  requires  that  he  shall  be  a 
"practical"  man. 

The  intermittent  operation  of  mines  makes  it  necessary  that  he  shall  be 
a  cheap  man.  For  expense  piles  up  during  idle  times.  When  mines  are  in 
operation  only  two  days  out  of  three,  then  the  overhead  must  be  kept  as 
small  as  possible.  So  you  have  men  who  are  now  being  paid  from  $200  to 
$250  a  month  in  charge  of  all  the  work  of  mines  employing  from  100  to 
500  men.  In  the  days  when  I  was  a  mine  foreman,  the  position  paid  $125 
a  month.  And  the  mine  where  I  was  working  employed  between  550  and 
600  men,  with  a  monthly  payroll  of  $35,000  to  $40,000.  The  value  of  the 
mine  can  be  gauged  by  the  fact  that  it  had  changed  hands  a  couple  of  years 
before  at  $600,000,  and  in  addition  $250,000  had  been  spent  in  rehabilitat- 
ing it  for  operation.  The  foremen  of  the  same  company  are  now  being 
paid  $215  a  month. 

To  work  long  years  at  manual  labor  in  order  to  obtain  an  underpaid  job 
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is  hardly  a  likeable  proposition  for  a  college  man,  or  even  a  high  school 
graduate.  So  the  field  is  left  open  to  the  man  who  has  worked  up  through 
the  practical  work  of  the  mines. 

I  do  not  desire  to  make  fun  of  those  who  hold  the  position  of  mine  fore- 
man. For  I  know  many  of  them  intimately  and  respect  them  as  loyal  and 
hard  working  men.  Personally  they  are  a  likeable  lot.  Most  of  the  practi- 
cal men  who  are  now  mine  foremen  began  working  in  the  old  days  when 
there  were  no  child  labor  laws.  Many  a  man  has  remarked  to  me  that  he 
^as  first  carried  into  the  mines  in  his  father's  dinner  bucket,  meaning  that 
he  was  very  young  when  he  started  to  work.  As  a  matter  of  fact  many  a 
man  boasts  about  having  started  when  he  was  nine  years  old.  Often  so 
much  pride  is  taken  in  the  fact  of  a  youthful  start  that  some  men  even  look 
down  upon  those  who  waited  till  they  were  ten  years  old  before  commencing 
to  work. 

So  you  have  men  in  charge  of  the  work  of  other  men  who  have  laid  track, 
swung  a  pick,  stood  timber,  and  done  all  the  work  there  is  to  do  in  mining 
coal.  But  the  doing  of  work  is  not  an  education  in  that  main  part  of  man- 
agement, which  is  the  coordination  of  work.  The  practical  man  can  be  for- 
given for  not  realizing  the  importance  of  this  element  of  managing  mines 
when  you  realize  that  it  is  a  subject  which  is  not  taught  in  colleges. 

Coordination  of  work  is  an  engineering  proposition,  and  there  is  a  differ- 
ence between  engineering  and  superintendence  of  work.  The  one  requires 
the  opportunity  to  stay  still  while  details  of  work  are  measured  and  a  whole 
planned.  The  other  requires  constant  movements  from  job  to  job  in  order 
to  keep  things  moving.  The  mine  foreman  has  to  do  both  elements  of 
the  work. 

There  is  an  area  to  cover  in  coal  mining  which  the  stranger  does  not 
realize.  A  mine  which  is  just  starting  may  have  a  mile  of  openings  into  the 
ground.  A  mine  which  has  been  going  for  a  number  of  years  may  easily 
cover  a  couple  of  hundred  acres.  The  men  who  are  doing  the  mining  will 
be  scattered  on  the  outside  edge  of  this  acreage.  Remember  that  it  is  in 
the  dark  and  that  there  are  many  turnings  and  openings. 

Now  just  as  intermittent  work  requires  a  cheap  foreman,  so  it  also  re- 
quires that  few  be  employed.  The  law  requires  that  each  working  place  in 
the  mines — each  place  where  coal  is  being  dug — shall  be  visited  once  a  day. 
The  mine  foreman  has  to  sign  a  book  that  he  has  complied  with  this  pro- 
vision. It  is  a  requirement  for  the  safety  of  the  men,  but  the  mere  visiting 
of  working  places  takes  up  so  much  time  that  the  supervision  of  the  work 
which  goes  on  in  the  interior  of  the  acreage  of  a  mine  and  which  ties  all 
the  other  work  together  cannot  be  thoroughly  attended  to.  The  routes  which 
a  foreman  may  be  expected  to  cover  are  generally  long.  In  one  case  it  took 
me  sixteen  hours  to  walk  the  route  which  a  second  assistant  mine  foreman 
was  expected  to  cover  every  morning  in  four  hours.  As  a  result  the  men 
who  could  not  be  thoroughly  supervised  while  at  work  had  to  find  their  own 
work  and  do  it  too. 

Other  papers  have  detailed  to  you  the  fluctuation  in  the  operation  of 
mines.  But  they  hardly  tell  you  how  fluctuating  everything  around  a  mine 
is,  or  how  that  fluctuation  has  had  its  effect  upon  the  men  to  breed  bad 
habits. 

A  friend  of  mine — a  house  painter  by  trade — remarked  the  other  day  that 
he  had  employed  many  a  miner  to  help  him,  but  that  it  was  no  use;  they 
were  no  good,  for  they  would  work  good  till  nine  o'clock,  but  at  nine  they 
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would  have  to  sit  down  and  eat  a  lunch.  From  nine  till  noon  they  would 
work  "fair,"  but  after  noon  you  might  as  well  send  them  home  for  they 
were  no  good  at  all. 

What  he  said  was  true.  It  is  an  example  of  the  characteristics  of  coal 
mining.  The  miners  are  not  really  to  be  blamed  for  their  bad  habits.  They 
are  the  result  of  the  environment  of  their  work.  For  150  years — all  the  life 
of  coal  mining — we  have  bred  bad  habits.  And  for  all  that  time  we  have 
had  the  same  causes  for  strikes  and  industrial  unrest. 

For  instance,  to  get  around  the  situation  which  exists  in  the  supervision 
of  work,  in  order  to  get  the  output,  more  men  are  employed  in  a  mine  than 
are  needed.  And  just  as  there  are  more  mines  in  the  country  than  are 
needed  for  the  output  which  can  be  consumed,  there  are  more  men  in  the  in- 
dividual mines.  I  have  never  yet  seen  a  mine  which  did  not  have  too  many 
men.  Many  a  mine  is  all  cluttered  up  with  men,  so  many  men  that  they  get 
in  one  another's  way.    Such  a  situation  has  a  bad  effect  on  the  men. 

You  cannot  sit  in  Washington  or  Philadelphia  or  New  York  and  get  the 
facts  about  coal  mining.  You  must  get  out  at  the  mines.  The  costs  of  coal 
mining  have  been  given  to  you  as  gathered  by  the  Federal  Trade  Commis- 
sion. In  the  lump  sum  these  figures  are  valuable,  but  in  details  they  are — 
I  was  going  to  say — not  worth  the  paper  they  are  written  on. 

You  cannot  expect  the  usual  practical  man  around  the  mines  to  under- 
stand how  to  study  cost  sheets.  Cost  accounting  is  a  paper  and  pencil  job, 
which  swinging  a  pick  and  shovel  will  tell  you  nothing  about.  I  know  as 
a  mine  foreman  I  served  under  a  superintendent  who  had  spent  sixty-five 
of  his  seventy  odd  years  in  the  mines  and  who  literally  had  to  put  two  and 
two  down  on  a  piece  of  paper  to  add  them  together.  As  an  example  of  how 
the  details  of  the  ordinary  mine  cost  sheets  are  incorrect,  I  would  explain 
that  this  superintendent  limited  us  in  the  number  of  pumpmen  and  timber- 
men  we  could  employ.  It  so  happened  that  we  were  employing  the  limit  of 
pumpmen  and  needed  another,  but  we  were  not  employing  our  limit  of  tim- 
bermen.  So  we  employed  a  man,  labeling  him  timberman  and  paying  him 
at  the  higher  rate  and  using  him  as  a  pumpman.  As  a  result  in  the  ac- 
counting both  our  pumping  and  timbering  costs  were  incorrect. 

Coal  mining  is  really  a  transportation  problem  underground.  For  in  each 
mine  there  exists  many  miles  of  narrow  guage  track  and  there  is  the  prob- 
lem of  the  distribution  of  cars.  It  is  the  same  problem  which  exists  on  the 
surface  of  the  earth  in  the  operation  of  railroads.  And  each  individual 
miner  suffers  from  the  same  sort  of  fluctuation  as  mines  as  a  whole  suffer 
from.  A  mine  cannot  work  without  railroad  cars:  a  miner  cannot  work 
without  mine  cars. 

It  takes  about  twenty  minutes  to  load  a  ton  of  coal  into  a  mine  car.  I 
timed  two  men  the  other  day  while  they  were  loading  coal.  It  took  them 
eighteen  minutes  and  thirty-five  seconds  to  load  two  cars,  one  of  which  con- 
tained 1  ton  2  cwt.  and  the  other  1  ton  5  cwt.,  which  is  at  a  rate  better  than 
1  ton  per  man  in  twenty  minutes.  They  were  being  paid  at  the  rate  of  92 
cents  a  ton.  But  they  suffered  from  the  usual  conditions  of  work  under- 
ground and  their  total  earnings  were  not  very  large.  Coordination  of  work 
is  sorely  needed  in  coal  mining. 

The  truth  about  coal  mining  will  only  come  out  when  you  take  the  trouble 
to  go  out  to  the  ends  of  the  branch  lines  of  the  railroads  into  the  isolated 
regions  where  the  mines  exist.  My  request  can  only  be  that  you  go  into 
the  mines — that  you  get  underground. 
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The  title  of  this  paper  is  not  to  be  taken  too  seriously.  What  I  have 
to  say  might  be  better  described  by  some  such  title  as  "Obsolete  and 
obsolescent  problems  of  economic  theory."  I  am  using  the  term  "tra- 
ditional" in  a  limited  sense  and  am  directing  attention  not  so  much  to 
the  earlier  or  classical  tradition  as  to  more  recent  developments  most 
of  which  do  not  go  back  so  far  as  John  Stuart  Mill. 

My  own  generation  of  economists  found  itself  born  into  a  very  stimu- 
lating intellectual  environment.  Spirited  controversies  were  going  on 
among  the  ablest  economists  with  regard  to  some  of  the  very  founda- 
tions of  economic  science.  And  there  was  also  radical  scepticism,  which 
repudiated  all  comprehensive  thinking  and  devoted  its  constructive  ef- 
fort altogether  to  the  study  of  miscellaneous  particulars.  The  situa- 
tion was  both  confused  and  confusing.  Intellectual  orientation  was 
difficult  to  the  last  degree. 

Speaking  as  one  member  of  my  own  generation,  I  believe  that  we  are 
at  last  beginning  to  find  our  bearings.  We  are  beginning  to  see  our 
way  ahead  and  to  recognize  amongst  us  the  definite  unfolding  of  a 
common  scientific  purpose.  I  shall  try  to  present  as  clearly  as  I  can 
one  formulation  of  this  purpose,  in  order  to  explain,  in  part,  why  any 
of  us  has  the  assurance  to  designate  as  obsolescent  certain  problems  of 
general  theory  with  which  we  at  one  time  found  ourselves  absorbed. 

An  eminent  European  economist,  writing  seventeen  years  ago, 
ascribed  the  confusion  to  which  I  have  referred  to  our  general  pre- 
occupation with  the  theory  of  value.^  He  declared  in  so  many  words 
that  "the  most  radical  and  effective  cure  for  this  confusion  would  be 
to  do  away  with  the  whole  theory  of  value"  and  to  begin  at  once  with 
"an  explanation  of  prices  and  the  general  causes  governing  them."  He 
held  this  procedure  to  be  quite  possible  and  wholly  advantageous.  The 
thesis  which  at  that  time  sounded  so  radical  has  since  become  almost 
commonplace.  Seven  years  ago  the  man  now  President  of  this  Associa- 
tion, after  a  devastating  criticism  of  traditional  definitions  of  economics, 
published  his  ringing  declaration  that  economics  "treats  phenomena 
from  the  standpoint  of  price."^  Another  eminent  American  economist, 
now  a  man  of  international  eminence,  writing  about  nine  years  ago, 
pointed  out  some  extremely  serious  "limitations  of  the  value  concept,"' 

1 G.  Ccssel,  The  Nature  and  "Necessity  of  Interest,  (London  and  New  York: 
Macmillan,  1903),  pp.  68-69. 

2  H.  J.  Davenport,  The  Economics  of  Enterprise  (New  York:    Macmillan,     1913). 

8  Allyn  A.  Young,  "Some  Limitations  of  the  Value  Concept,"  Quarterly  Journal 
of  Economics,  vol.  25,  (May,  1911),  pp.  409-28. 
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and  so  helped  to  remove  the  theory  of  value  from  current  consideration 
and  to  relegate  it  to  its  proper  place  in  the  history  of  economic  doc- 
trines. Still  another  American  economist,  distinguished  alike  in  the 
fields  of  economics  and  statistics,  speaking  before  this  Association  five 
years  ago,  traced  with  approval  "the  tendency  to  make  the  use  of 
money  the  central  feature  of  economic  anal^^sis,"  and  advanced  cogent 
reasons  for  expecting  the  development  of  this  tendency  to  broaden  the 
scope  and  to  enrich  the  content  of  economic  theory.*  The  general  point 
of  view  indicated  by  these  references  may  be  designated  as  the  catallac- 
tic  point  of  view.  As  its  meaning  comes  to  be  more  fully  appreciated, 
the  confusion  which  came  down  from  earlier  generations  and  enveloped 
us  for  so  long  is  being  gradually  dispelled. 

The  full  description  of  the  catallactic  point  of  view  cannot  be  put 
into  a  sentence.  But  its  meaning  is  somewhat  precisely  indicated  by 
saying  that  the  central  task  of  economics  is  to  study  the  causes  and 
the  effects  of  the  rise  and  fall  of  prices — taken  both  one  by  one  and  as 
related  in  groups — with  the  purpose  of  forecasting  their  future  and 
possibly  controlling  their  movement.  In  this  formulation,  of  course, 
the  prices  referred  to  are  market  prices  and  they  include  many  things, 
such  as  rates  of  interest  and  wages,  which  are  not  called  prices  in  the 
language  of  the  street.  And  the  formula  is  somewhat  unsatisfactory 
in  several  other  respects :  It  makes  no  explicit  mention  of  incomes, 
especially  profits ;  it  involves  no  specific  reference  to  the  institution  of 
the  market  and  the  technical  processes  of  marketing ;  and  it  fails  to  call 
sharp  attention  to  the  social,  ethical,  and  political  motives  which  alone 
make  the  task  outlined  seem  to  some  of  us  worth  while.  But  anyone 
who  has  worked  with  this  formula,  following  any  problem  suggested  by 
it  through  whatever  concrete  facts  of  human  nature  and  the  social  order 
turn  out  to  be  both  relevant  and  essential,  will  testify  to  the  enthusiasm 
which  such  work  engenders.  With  respect  to  the  one  central  question 
about  prices  and  markets,  in  all  its  aspects,  economists,  as  I  believe,  are 
coming  to  look  upon  themselves  and  to  be  looked  upon  as  genuine  ex- 
perts, qualified  to  meet  the  challenge  of  all  other  experts  and  of  the 
public  at  large.  They  are  coming  to  see  more  and  more  clearly  why 
this  is  the  one  special  and  expert  capacity  in  which  they  must  partici- 
pate in  the  advancement  of  human  welfare,  and  to  feel  less  and  less 
acutely  the  obligation  to  speak  with  any  special  authority,  as  econo- 
mists, upon  matters  irrelevant  to  their  central  question,  however  fully 
these  other  matters  may  still  be  treated  in  textbooks  of  the  traditional 
type. 

Recent  developments  in  the  field  of  social  philosophy  have  clarified 

*W.  C.  Mitchell,  "The  Role  of  Money  in  Economic  Theory,"  American  EcoNOsac 
Review,  Supplemekt,  vol.  VI  (Mar.,  1916). 
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our  understanding  of  the  relations  between  human  nature  and  the  so- 
cial order.  Social  psychologists,  for  instance,  have  done  much  to  in- 
crease our  appreciation  of  the  organic  nature  of  society  and  to  show 
that  human  nature,  as  we  know  it  today,  is  the  product  of  institutional 
development  reacting  upon  those  impulses  and  aptitudes  which  came 
down  to  us  from  our  animal  ancestors.  Thus  human  nature  or  human 
personality  serves  to  integrate  the  institutions  which  make  up  the  social 
order  and  these  institutions  in  turn  are  indispensable  to  the  integration 
of  human  personality.  Among  the  institutions  involved  are  the  family, 
the  church,  the  state,  and  various  social  classes  each  of  which  is  iden- 
tified by  its  community  of  interest  in  some  specialized  phase  of  the  so- 
cial process.  One  such  institution  is  the  market,  which  is  like  all  the 
others  in  being  inspired  to  some  degree  by  human  nature,  in  exercising 
its  own  influence  upon  human  nature,  and  in  penetrating  and  being 
penetrated  by  all  the  other  institutions  which  make  up  the  social  order. 
My  view  of  the  function  of  the  economist  is  largely  determined  by  the 
results  of  this  analysis.  He  is  not  primarily  concerned  with  the  inter- 
pretation of  human  nature  as  a  whole,  nor  primarily  concerned  with  the 
study  of  the  social  order  as  a  whole,  nor  yet  responsible  for  the  de- 
velopment of  any  comprehensive  science  of  human  behavior.  His  pri- 
mary business  is  to  discover  the  truth  about  the  institution  of  the 
market.  Economics  studies  the  market  as  political  science  studies  the 
state.  Appreciation  of  this  analysis  seems  to  me  to  be  fundamental 
to  the  catallactic  point  of  view.^ 

One  feature  of  this  point  of  view,  likely  to  appeal  most  strongly  to 
economists  who  have  the  greatest  confidence  in  human  intelligence  and 
intellectual  power,  is  its  promise  of  integration  and  unification.  For  a 
full  appreciation  of  it  will  bring  all  of  us,  to  the  extent  that  we  pose 
as  general  economists,  to  interpret  the  institution  of  the  market  as  a 
whole,  and  the  intricate  interlocking  price  system  as  a  whole,  while  it 
brings  each  of  us,  to  the  extent  of  his  special  professional  qualifications, 
to  interpret  the  institution  in  some  one  of  its  parts,  such  as  the  money 
market,  the  market  for  coal,  the  field  of  railway  rates,  or  the  labor 
market.  WTien  such  appreciation  becomes  general,  if  it  ever  does,  we 
shall  probably  witness  the  disappearance  of  those  traditional  distinc- 
tions, practically  genuine  enough  but  never  scientifically  satisfactory, 
between  the  topics  of  production,  exchange,  distribution,  and  consump- 
tion, which  have  for  a  hundred  years  been  almost  standard  practice  in 
the  textbooks.  We  shall  also  demonstrate  that  there  is  no  sharp  con- 
trast between  pure  theory  and  applied   theory.     ^Tio   shall  say,  for 

6  See  especially  the  three  works  of  Professor  Charles  H.  Cooley:  Human  Nature 
and  the  Social  Order  (New  York:  Scribner's,  1903);  Social  Organization  (New 
York:    Scribner's,  1909);  Social  Process  (New  York:    Scribner's,  1918). 
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Instance,  whether  work  on  the  rate  of  interest,  designed  to  make  pos- 
sible more  accurate  forecasts  in  respect  to  impending  movements  in 
that  rate  and  more  intelligent  control  over  these  movements,  falls  in 
the  one  field  or  the  other?  ]\Iost  of  the  older  work  in  the  theory  of 
prices  has  been  done  with  reference  to  ideal  or  hypothetical  prices  in 
ideal  or  hypothetical  markets.  These  markets  are  liquid  markets  in 
which  there  is,  literally  by  hypothesis,  a  tendency  toward  the  establish- 
ment of  a  single  price  at  which  the  rate  of  demand  is  made  equivalent 
to  the  rate  of  supply  and  vice  versa.  Such  a  market,  literally  by  hy- 
pothesis, "tends  toward  equilibrium."  But  there  are  no  actual  markets 
in  which  a  single  price  prevails;  even  in  the  money  market,  the  most 
liquid  of  all  actual  markets,  we  find,  at  present,  rates  of  interest  which 
vary  in  different  parts  of  the  world  from  perhaps  4^/^  per  cent  to  12 
or  15  per  cent  or  even  more.  The  money  market,  then,  is  not  alto- 
gether liquid.  No  other  market,  however,  is  nearly  so  liquid  as  the 
money  market,  and  most  markets  are  very  far  indeed  from  being  liquid 
markets.  If  we  are  to  understand  prices  in  these  other  markets  we 
must  study  these  other  markets  as  they  are,  collecting  the  essential 
facts  about  each  one  and  interpreting  these  facts.  Both  the  work  of 
description  and  the  work  of  interpretation  will  be  helped  along  by 
checking  the  organization  of  each  market  against  the  organization  of 
that  perfect  or  liquid  market  which  the  older  economic  theory  has  been 
accustomed  to  study,  but  I  venture  to  believe  that  nothing  more  is  to  be 
learned  about  perfectly  liquid  markets.  We  are  at  last  fully  equipped 
to  study  actual  markets.  As  we  proceed,  then,  to  do  so,  as  dictated  by 
•acceptance  of  the  catallactic  point  of  view,  we  shall  be  giving  to  our 
general  subject  a  degree  of  unity,  precision,  and  timeliness  which  will 
enable  economics  to  sit  among  the  other  sciences  without  an  uneasy 
conscience,  and  will  give  to  the  great  body  of  economists  coherence  and 
power  beyond  anything  that  the  profession  has  known  for  a  full  century. 
The  accomplishment  of  our  common  task,  as  here  outlined,  has  little 
or  no  need  for  any  abstruse  theory  of  value.  Realization  of  this  fact 
comes  home  to  most  of  us,  steeped  as  we  have  been  in  value  theory,  with 
some  surprise.  But  the  truth  seems  to  be  that  we  are  dropping  the 
term  value  from  our  vocabularies — except  as  we  refer  to  market  values 
or  appraised  values,  made  definitely  intelligible  by  reference  to  market 
prices,  either  in  some  actual  market  or  in  some  such  market  modified 
in  specified  direction  and  degree.  Our  procedure  in  this  respect  follows 
rather  closely  the  usage  of  business  men;  it  differs  from  that  usage 
chiefly  in  that  we  make  more  distinctions  and  finer  distinctions,  such  as 
the  one  between  what  the  market  value  has  been,  as  a  matter  of  histori- 
cal fact,  or  is  now  under  given  circumstances  of  time  and  place,  and 
what  the  market  value  ought  to  he  in  view  of  some  legitimate  require- 
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ment  of  social  progress  or  public  policy.  Economists  who  work,  for  in- 
stance, on  the  practical  problem  of  evaluating  the  property  of  a  public 
utility,  say  for  purposes  of  rate-making,  and  who  realize  explicitly 
just  what  they  are  about,  afford  one  of  the  most  striking  instances  of 
the  newer  procedure.^  Great  confusion  results,  however,  from  the  at- 
tempt sometimes  made  to  consider  prices  as  reflecting  exchange  rela- 
tions as  they  are,  and  values  as  indicating  exchange  relations  as  they 
ought  to  be.  The  distinction  we  really  need  is  that  between  what  the 
market  price  or  market  value  is,  on  the  one  hand,  and  what  the  market 
price  or  market  value  ought  to  be,  on  the  other.  This  distinction  em- 
phasizes the  importance  of  the  great  range  of  ethical  and  moral  con- 
siderations with  which  we,  in  common  with  all  other  social  scientists, 
must  become  familiar  in  order  to  preserve  our  intellectual  and  moral 
integrity,  to  avoid  using  our  technical  knowledge  and  skill  in  the  service 
of  powers  that  prey,  and  to  direct  our  effort  in  public  affairs  along 
truly  progressive  lines. 

If  some  more  general  theory  of  value  were  needed  anywhere,  we  might 
suppose  it  would  be  most  needed  when  we  come  to  treat  the  value  of 
money.  We  continue,  of  course,  to  speak  of  the  value  of  money,  but 
the  catallactic  meaning  we  give  to  this  expression,  while  somewhat  ab- 
stract, is  neither  abstruse  nor  vague.  "We  mean  the  purchasing  power 
of  money  as  reported  or  expressed  by  the  money  prices  of  other 
things."^  And  we  say,  without  mincing  matters,  that  "tliere  is  no 
such  thing  as  'the  general  purchasing  power  of  money,'  "  because 
neither  any  human  being  nor  any  social  group  either  buys  or  sells,  at 
any  price,  on  the  market,  any  such  tiling  as  a  certain  quantity  of 
things -in-general.  So  money  has  in  reality  not  one  value  but  many 
values,  a  million  indicated  by  the  price  quotations  for  a  million  dif- 
ferent articles  in  almost  as  many  markets,  and  a  thousand  for  as  many 
diflPerent  groups  of  selected  articles  entering  into  the  purchases  or 
sales  of  selected  families,  business  firms,  and  social  groups.  The  values 
of  money  rise  and  fall,  in  all  of  these  relations,  as  the  prices  concerned 
fall  and  rise;  the  causes  involved  are  the  same  causes  and  the  conse- 
quences are  one  and  the  same.  Thus  the  theory  of  money,  of  the  value 
of  money,  comes  to  be  incorporated  in  the  general  theory  of  prices, 
where  it  forms  one  of  the  most  difficult,  interesting,  and  promising  prob- 
lems. No  one  anywhere,  or  at  any  time,  so  far  as  I  am  aware,  has  ever 
said  that  this  problem  belongs  to  anybody  but  economists ;  it  is  a  typi- 

6  See  for  instance  remarks  of  Joseph  Mayer,  American  Society  of  Civil  Engineers, 
Transactions,  1915.     Vol.  79,  pp.  177-89. 

7  R.  T.  Ely,  Outlines  of  Economics  (New  York:  Macmillan.  1916),  p.  317.  This  is 
the  third  revision  of  Professor  Ely's  Outlines.  The  reference  is  to  a  part  of  the 
book  for  which  Professor  Young  was  presumably  responsible. 
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cal  and  characteristic  problem.  And  no  economist,  if  I  may  say  so, 
has  ever  been  helped  toward  its  solution  by  starting  his  investiga- 
tion on  the  basis  of  some  general  theory  of  value,  particularly  any 
theory  of  value  which  rested  upon  marginal  utility  or  upon  marginal 
disutility  or  upon  some  combination  of  the  two.  The  really  promising 
results  have  been  obtained  by  work  done  on  the  history  of  price  changes 
and  on  the  scientific  explanation  of  that  history. 

Our  analysis  now  begins,  then,  with  the  immediate  observation  of 
market  price  and  not,  as  formerly,  with  "the  inscrutable  depths  of  the 
private  mind."**  It  no  longer  proceeds  from  desire  to  utility,  from 
utility  to  marginal  utility,  from  marginal  utility  to  subjective  value, 
from  subjective  value  to  objective  value  or  exchange  value,  then  from 
exchange  value  to  price  and  finally  from  price  in  general  to  market 
price.  Utility  and  disutility,  dimuiishing  utility  and  increasing  dis- 
utility, the  utility  curve  once  supposed  to  be  back  of  market  demand 
and  the  disutility  curve  once  supposed  to  be  back  of  market  supply, 
marginal  utility  and  marginal  disutility — all  these  belong  to  that  list 
of  topics  in  which  we  were  once  deeply  interested,  but  in  which  we  are 
becoming  less  interested  with  every  passing  year.  Along  with  them  are 
departing  all  the  other  members  of  the  utility  family,  such  as  marginal 
desirability  and  marginal  significance,  sub-marginal  and  extra-marginal 
utility  and  disutility,  producers'  surplus  and  consumers'  surplus,  social 
surplus  and  social  deficit.  All  theories  of  value  involving  the  hedonistic 
calculus,  in  short,  are  in  process  of  complete  disappearance  from  tiie 
consciousness  of  constructive  workers  in  economic  theory.  It  is  no  part 
of  my  present  intention  to  specify  in  detail  the  shortcomings  of  these 
theories  of  value,  but  I  will  venture  to  make  one  sweeping  generaliza- 
tion :  To  the  extent  that  economists  have  been  so  strongly  obsessed  by 
the  hedonistic  calculus,  they  have  placed  in  the  foreground  of  investi- 
gation problems  so  phrased  and  so  conceived  as  to  make  impossible 
both  the  appeal  to  history  and  the  statistical  attack. 

In  respect  to  the  great  problem  of  distribution  a  thoroughgoing 
renovation  of  traditional  apparatus  is  in  process.  The  problem  retains 
all  its  passionate  interest,  but  no  longer  seems  to  stand  out  by  itself. 
There  is  nothing  peculiar  about  such  prices  as  the  rent  of  land  per 
acre  per  annum,  wages  per  day  per  man,  interest  per  annum  per  dollar 
and  the  like,  and  the  respective  markets  in  which  these  prices  prevail, 
to  any  economist  who  has  come  to  look  upon  the  interpretation  of  all 
prices  and  all  markets  as  the  one  great  problem  of  general  economics. 
The  income  problem,  that  of  determining  the  reasons  why  individuals, 
business  firms,  and  classes  in  society  have  so  much  or  so  little  of  salable 
things  to  sell  in  these  markets  at  these  prices,  is  part  of  the  solution 
8  Cooley,  Social  Process,  p.  297. 


A  RevaluMion  of  Traditional  Economic  Theory  129 

of  that  one  great  problem.  Little  or  no  light  is  shed  upon  it,  as  we 
are  coming  to  realize,  by  those  theories  of  value  and  of  distribution 
which  involve  the  marginal  productivity  analysis. 

We  are  beginning  to  see  tliat  the  marginal  productivity  theory — 
apart  from  certain  ethical  implications  explicitly  repudiated  by  care- 
ful productivity  theorists — has  never  contributed  much  to  an  under- 
standing of  distribution.  Its  general  meaning  can  perhaps  be  summed 
up  in  one  comprehensive  formulation.  Free  enterprise,  operating  in 
open  markets,  tends  to  carry  the  substitution  of  measurable  quantities 
of  every  factor  for  measurable  quantities  of  every  other  factor  to  the 
point  at  which  a  dollar's  worth  of  each,  as  valued  on  the  open  market, 
will  accomplish  the  same  mechanical  result  as  a  dollar's  worth  of  every 
other.  Formulated  in  this  way,  the  marginal  productivity  theory  of 
distribution  can  be  seen  to  be  nothing  more  than  a  refined  elaboration 
of  the  law  of  single  price  in  liquid  hypothetical  markets.  All  the  work 
of  studying  actual  markets  remains  to  be  done.  And  if  we  suspect  this 
formulation  of  superficiality,  and  seek  to  "go  behind"  it  in  search  for 
whatever  additional  meaning  the  theory  possesses  in  the  minds  of  its 
particular  friends,  we  discover  that  the  marginal  productivity  theory 
of  distribution,  resting  at  bottom  upon  tiie  hedonistic  calculus,  asserts 
that  the  marginal  disutilities  involved  in  production  correspond,  after 
some  fashion,  with  the  marginal  utilities  involved  in  distribution  and 
consumption.  As  to  this  apparently  more  refined  formulation  two 
observations  are  in  order:  First,  it  is  incapable  of  statistical  verifi- 
cation because  of  the  fact  that  utilities  and  disutilities  are  not  meas- 
urable magnitudes.  Secondly,  the  more  refined  formulation  is  not  one 
bit  more  profound  than  the  other;  it  is  in  fact  quite  as  meaningless  as 
any  other  application  of  the  hedonistic  calculus. 

We  do  more  than  suspect,  therefore,  that  the  marginal  productivity 
theory  of  distribution  is  an  explanation  which  does  not  do  much  to 
explain  "why  some  of  us  are  much  better  off  and  others  much  worse 
off  than  the  average."^  Some  of  the  most  competent  of  its  friendly  ex- 
positors indeed  say  quite  frankly  that  "the  principle  of  marginal  pro- 
ductivity is  an  illuminating  way  of  stating  the  problem  of  the  distri- 
bution of  wealth,  rather  than  a  solution  of  it."^''  And  they  go  on  to 
note  that  the  purpose  of  the  analysis  of  diminishing  productivity  is  "to 
open  the  way  for  a  discussion  of  the  prices  paid  for  the  services  of  land, 
labor,  and  capital.""  Economists  who  have  formed  the  habit  of  look- 
ing into  markets,  prices,  and  the  great  intricate  interlocking  price 
system,  in  all  the  concreteness  with  which  these  surround  us,  are  dis- 

8  Edwin  Cannan,  Wealth  (London:    King.     19U), 
?o  Ely,  Third  Edition,  p.  400. 
"  Ibid.,  p.  394. 
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posed  to  doubt  the  degree  of  the  "illumination"  and  to  wonder  why 
"the  way"  to  so  obvious  a  task  needs  to  be  so  very  thoroughly  pre- 
pared. The  way  is  now  open,  in  any  case,  so  that  we  may  feel  quite 
free  to  proceed,  without  further  preliminary,  with  our  study  of  prices 
and  incomes,  searching  out  all  those  persistent  historical  and  social  in- 
fluences— beneficent,  malevolent,  or  neutral — wliich  have  determined 
and  continue  to  determine  the  amounts  of  salable  things  which  different 
individuals  and  classes  are  in  a  position  to  sell  or  to  buy  at  these  prices. 

Let  me  present  one  more  crucial  instance,  the  problem  of  the  so- 
called  business  cycle,  arising  naturally  in  all  minds  which  contemplate 
those  alternating  periods  of  prosperity  and  depression,  good  times  and 
bad  times,  which  have  become  so  profoundly  significant  during  the  last 
hundred  years.  This  is  another  of  those  problems  which  has  always 
been  conceded  to  economists  by  common  consent.  The  public  looks  to 
them  both  for  an  explanation  of  why  such  things  occur  and  for  con- 
structive suggestions  looking  toward  their  prevention  and  mitigation. 
The  challenge  presented  by  this  problem  is  unescapable,  and  an  in- 
creasing amount  of  scientific  work  is  being  devoted  to  it.  Business 
barometers,  so-called,  indices  of  general  business  conditions,  the  corre- 
lation of  statistical  series  of  a  hundred  kinds  are  being  worked  upon, 
analyzed,  interpreted,  and  used  for  purposes  of  forecast  and  control. 
Those  who  have  aptitude  for  this  great  problem,  and  who  have  once 
felt  its  fascination,  cannot  be  drawn  away  from  it ;  they  feel  its  intellec- 
tual charm,  and  they  know  how  much  its  correct  solution  means  to  the 
welfare  of  humanity.  In  many  respects  it  is  the  primary  problem  of 
our  time,  and  there  is  no  other  problem,  be  it  noted,  which  cuts  so 
sharply  and  so  unmistakably  across  the  traditional  divisions  of  pro- 
duction, exchange,  distribution,  and  consumption. 

Yet  how  little  attention  is  given  to  this  problem  in  current  textbooks 
on  the  principles  of  economics.  How  little,  in  fact,  has  been  contributed 
to  the  solution  of  this  problem  by  that  whole  body  of  eflfort  which  was 
centered  about  the  theory  of  value,  and  interested  in  distilling  the  rela- 
tive amounts  of  truth  in  the  marginal  utility  theory  and  the  marginal 
disutility  theory.  And  the  reason  is  not  far  to  seek.  The  problem  of 
the  business  cycle  is  a  social  problem,  the  phenomena  of  antecedence 
and  consequence  are  social  phenomena,  whereas  the  preoccupations  of 
several  generations  of  economists  have  been  individualistic.  They  could 
use  no  such  thing  as  social  marginal  utility  or  social  marginal  dis- 
utility, for  there  are  no  such  things;  such  shadows  of  shades  afforded 
no  means  of  attack  upon  social  problems,  such  as  the  problem  of  crises 
and  depressions.  The  root  of  this  problem  is  surely  in  the  price  sys- 
tem, and  can  be  arrived  at  only  by  going  into  the  history  of  crises, 
which  means  the  history  of  modern  society — and  the  value  theorists 
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never  found  any  genuine  place  in  their  analysis  for  the  history  of  any- 
thing. Even  historical  chapters  used  as  introduction  to  textbooks  on 
principles  of  economics  were  little  more  than  patchwork,  for  they  were 
seldom  referred  to  in  any  other  part  of  the  book. 

We  need  to  know  what  profits  have  been,  how  they  have  been  made, 
to  what  uses  they  have  been  put,  and  the  effects  upon  human  nature 
and  the  social  order  of  the  profit-making  motive:  no  light  on  these  mat- 
ters is  shed  by  the  analyses  of  value,  of  utility  and  disutility,  that  have 
preoccupied  so  many  of  us  for  so  long. 

The  bewildering  period  into  which  my  own  generation  of  economists 
was  born  seems  to  have  been  blessed  with  a  noble  scientific  heritage,  but 
one  that  was  already  in  process  of  thoroughgoing  regeneration.  Mag- 
nificent critical  work  has  now  been  done  on  that  heritage  and  pains- 
taking intellectual  experiment,  based  on  certain  traditional  methods  of 
attack,  has  measurably'  demonstrated  the  inadequacy  of  those  particu- 
lar methods.  The  way  to  constructive  work  has  meanwhile  become 
more  and  more  evident,  and  there  seems  to  me  every  reason  to  believe 
that  the  scientific  outlook  for  the  next  ten  or  twenty  years  is  highly 
encouraging.  A  most  encouraging  feature  of  that  outlook,  in  my 
judgment,  is  a  growing  disposition  amongst  us  to  recognize  the  obso- 
lescent character  of  some  of  the  questions  with  which  we  have  ourselves 
but  recently  been  wrestling  and  to  call  them  })y  their  right  name.  They 
belong  to  that  group  of  questions  found  now  and  then  in  the  history 
of  science  and  philosophy  "which  are  scttlwl,  if  at  all,  not  by  being 
decided  one  way  or  the  other,  but  by  becoming  obsolete."^^ 

12  Cooley,  Human  Nature  and  the  Social  Order,  p.  19. 


SOUNDINGS  IN  NON-EUCLIDEAN  ECONOMICS 
By  John  Maurice  Clark 
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It  is  fairly  obvious,  if  one  stops  to  think  of  it,  that  there  are  sys- 
tems of  economics  with  axioms  fully  as  far  removed  from  each  other 
as  the  geometries  of  Euclid  and  the  non-Euclideans ;  perhaps  as  far 
apart  as  the  conventional  physics  and  Einstein.  Probably  the  fore- 
most non-Euclidean  economist  is  Professor  Veblen,  and  his  theory  of  in- 
vidious prestige  might  be  called  a  theory  of  economic  relativity. 

Orthodox  economics  undertakes  to  interpret  equilibrium:  Veblen  un- 
dertakes to  interpret  progressive  change.  And  in  the  social  world  this 
is  much  the  same  as  saying  that  orthodox  economics  studies  the  assump- 
tions of  contentment  and  Veblen  the  assumptions  of  discontent,  both  of 
which  are  undeniable  facts.  Since  undeniable  facts  are  difficult  to 
ignore,  the  net  result  is  very  largely  to  call  them  by  different  names. 
So  when  Veblen  says  that  the  inherent  nature  of  business  is  parasitism 
and  that  any  modicum  of  service  rendered  is  rendered  incidentally  and 
in  spite  of  the  inherent  nature  of  business ;  and  when  orthodox  eco- 
nomics says  that  the  inherent  nature  of  business  is  service,  and  that  any 
modicum  of  parasitism  that  may  remain  is  an  incidental  perversion  of 
the  true  spirit  of  the  institution — they  may  not  be  contradicting  each 
other  quite  so  flatly  as  they  seem  to  be.  Veblen  is  talking  about  the 
nature  of  the  pursuit  of  profits  ;  and  the  beneficial  effects  of  competition, 
where  competition  works  beneficially,  are  an  incidental  check  and  very 
partial  (and  possibly  a  temporary  one)  on  the  natural  tactics  of  the 
pursuit  of  gain.  Orthodox  economics  is  talking  about  the  nature  of 
competition  (or  perhaps  of  an  ideal  form  of  competition)  as  a  check 
on  human  selfishness  in  the  pursuit  of  profits  and  to  them  any  failures 
of  competition  to  produce  its  full  effects  appear  as  incidental.  In  a 
general  way  most  economists  admit  the  same  general  mass  of  facts, 
but  pick  out  different  ones  as  the  central  axioms  of  their  systematic 
economic  theorizing. 

What  do  I  mean  by  non-Euclidean  economics  in  the  present  instance? 
The  question  can  best  be  answered  by  taking  six  axioms  which  repre- 
sent in  a  general  way  what  might  be  called  the  orthodox  position  on  a 
number  of  important  points,  and  inverting  them.  One  reason  for  call- 
ing this  "non-Euclidean"  is  that,  as  I  understand  the  attitude  of  non- 
Euclidean  geometry,  it  does  not  necessarily  insist  that  Euclid  is  non- 
sense nor  declare  implacable  war  on  his  system  and  insist  on  its  im- 
mediate abolishment.  It  merely  studies  the  possibilities  and  conse- 
quences of  contrary  assumptions.  In  the  present  instance  this  is  not 
a  mere  game  of  logical  gymnastics :  it  is  the  natural  result  of  studying 


Soundings  of  Non-Euclidean  Economics  133 

those  facts  of  human  existence  which  Euclid,  as  represented  by  these 
six  axioms,  somehow  fails  to  interpret.  Much  of  what  I  shall  have  to 
say  is  not  ne^v — perhaps  none  of  it  is — but,  after  all,  economic  theory 
consists  largely  in  organizing  and  interpreting  known  facts  rather  than 
in  the  independent  discovery  of  raw^  facts  hitherto  unknown.  Time 
permits  little  more  than  mention  of  the  first  four  points,  and  a  very 
brief  development  of  the  last  two. 

Proposition  1.  Economics  is  the  science  of  xcealth,  and  wealth  con- 
sists— of  things  (a)  useful,  (b)  limited  in  supply,  (c)  exchangeable, 
(d)  appropriable. 

The  alternative  proposition  is  that  the  most  important  subjects  of 
economic  study,  while  useful  and  limited  in  supply,  are  not  appropriable 
and  not  fully  exchangeable,  and  thus  are  not  wealth  in  the  full  sense.^ 

Since  the  consequences  of  this  have  been  developed  by  a  number  of 
writers,  I  will  merely  mention  one  very  interesting  corollary :  namely, 
that  in  the  marginal-productivity  economics  power  to  produce  cannot 
exist  apart  from  power  to  withhold.  Many  things  may  be  useful  and 
limited  in  supply,  but  only  those  which  the  owner  has  the  option  of 
withholding  have  a  marketable  marginal  j)roduct.  What  is  marginal 
productivity?  It  is  essentially  the  power  to  make  a  differential  addi- 
tion to  the  income  of  an  enterprise.  This  means  to  make  this  income 
greater  if  one  grants  the  enterprise  the  use  of  the  productive  factor  he 
controls  than  it  would  be  if  one  withheld  this  productive  factor.  In  this 
sense  an  invention,  once  made  public,  is  not  "productive,"  and  the  in- 
ventor is  not  a  productive  factor,  with  respect  to  any  past  invention, 
except  as  he  keeps  patent  rights  which  enable  him  to  withhold  it  from 
the  market,  and  hence  to  bestow  it  on  the  market.  He  cannot  freely 
bestow  it  if  he  cannot  also  freely  withhold  it.  Other  applications  of 
this  proposition  are  interesting,  but  we  must  pass  on. 

Propositio'n  2.  Consumption  is  the  end  of  economic  activity  and  pro- 
duction i^  a  means  to  that  end. 

This  proposition  may  be  broadened ;  increased  productive  power  is 
used  to  make  working  hours  shorter  and  to  some  extent  to  make  work 
easier  and  more  pleasant.  This  is  in  general  harmony  with  the  propo- 
sition that  production  is  looked  on  as  a  necessary  evil  and  a  means  to 
an  end :  the  less  time  we  spend  at  it  the  better.  The  general  proposition 
seems  obvious,  and  is  obvious  from  the  point  of  view  of  the  individual. 
When  it  comes  to  society's  interest,  the  question  is  not  so  clear.     So- 

1  The  germ  of  this  proposition  is  at  least  as  old  as  John  Stuart  Mill  {Principles 
of  Political  Economy,  Book  V,  Chap.  XI,  sec.  14)  ;  Sidgwick  also  develops  it 
(Principles  of  Political  Economi/,  Macmillan  ed.,  p.  404  ff.)  and  it  plays  an  im- 
portant part  in  J.  B.  Clark's  Philosophy  of  Wealth  as  the  "theory  of  inappropri- 
ables." 
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ciety's  purposes  arc  supposed  to  have  something  ethical  about  them. 
To  take  consumption  as  the  end  of  all  things  corresponds  to  hedonistic 
ethics,  whose  standard  is  the  receipt  of  pleasurable  sensations,  but  the 
more  modern  ethics  emphasizes  rather  the  well-rounded  development 
and  use  of  human  faculties.  It  is  an  active  and  not  a  passive  standard, 
a  standard  of  output  of  energy  and  not  of  receipt  of  sensation. 

This  makes  it  seem  that  our  activities  are  more  important  than  the 
passive  pleasures  we  receive,  and  the  activities  that  really  develop  us 
most  are  those  where  we  are  faced  with  the  biggest  difficulties.  This 
means,  commonly,  things  we  would  not  voluntarily  do  simply  for  the 
fun  of  doing  them.  It  means  work,  in  one  form  or  another,  rather  than 
play.  The  conclusion  is  that  the  quality  of  the  activity  involved  in 
work  is  more  important  as  a  positive  social  value  than  the  quantity  or 
quality  of  consumption.^ 

There  is  a  twofold  need:  for  work  of  a  sort  which,  if  a  man  gives 
his  best  to  it,  will  develop  and  not  crush  him;  and  for  incentives  that 
will  make  him  give  his  best.  And  the  two  needs  are  more  nearly  one 
than  economic  theory  is  accustomed  to  assume.  Starvation,  poverty, 
and  ambition  for  increased  wealth  have  successively  worked  themselves 
past  the  point  of  diminishing  return  as  incentives  for  the  mass  of  labor, 
and  the  search  for  new  incentives  must  focus  on  other  things  than  wage- 
scales.  In  this  respect,  the  worst  evil  is  to  deny  those  incentives  that 
represent  what  man  recognizes  as  best  in  him.  If  selfish  incentives 
cease  to  work,  that  is  a  failure:  if  unselfish  incentives  have  no  oppor- 
tunity to  work,  that  is  a  tragedy.  The  partial  breakdown  of  the  tra- 
ditional selfish  incentives  in  industry,  which  is  now  disturbing  many 
minds,  may  prove  a  blessing  in  disguise,  and  one  of  the  greatest  of  so- 
cial opportunities. 

Proposition  3.  The  standard  of  economic  service  is  the  gratification 
of  human  wants  through  the  increase  of  marketable  goods  and  services. 

This  does  not  intend  to  deny  that  the  development  of  good  types  of 
human  beings  is  a  more  important  thing,  but  it  singles  out  increased 
wealth  as  the  economic  way  of  making  possible  the  development  of  the 
best  human  type,  leaving  humanity  to  use  its  power  as  its  wisdom  or 
folly  may  suggest. 

In  this  matter  economics  has  tried  to  keep  itself  separate  from 
ethics  and  to  take  the  attitude  that  it  is  not  concerned,  as  economics, 
with  the  wisdom  of  the  use  men  make  of  wealth.     Its  ideal  is  well  ex- 

2  This  idea,  again,  is  not  new.  It  goes  back  to  Ruskin  and  William  Morris,  and 
back  of  them  to  the  Greeks  who  graded  occupations  according  as  the  kind  of  ac- 
tivity involved  was  or  was  not  consistent  with  the  "good  life"  as  they  saw  it.  Mod- 
ern studies  of  human  nature  are  trying  to  give  us  more  scientific  standards  of  judg- 
ment in  these  matters,  and  the  results  so  far  are  promising  and  valuable. 
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pressed  in  the  maxim  of  Francis  Bacon,  quoted  by  Jevons  in  the  intro- 
duction to  his  Theory  of  Political  Economy:  "While  philosophers  are 
disputing  whether  virtue  or  pleasure  be  the  proper  aim  of  life,  do  you 
provide  yourself  with  the  instruments  of  either."^  It  has,  then,  as  an 
ideal  a  sort  of  undifferentiated  power  over  nature  which  man  is  to  se- 
cure, and  which  he  can  then  put  to  any  use,  good  or  bad.  The  increase 
of  this  power  is  economic  gain :  the  quality  of  the  use  made  of  it  is  a 
separate  question  and  not  an  economic  one.  This  is  a  very  natural 
position,  but  there  is  one  trouble  with  it.  The  methods  of  production 
which  increase  our  power  have  in  themselves  qualitative  effects  on  hu- 
man living  of  a  very  direct  sort,  some  of  which  have  already  been  men- 
tioned. And  these  effects  on  the  quality  of  life  are  not  marketable 
commodities  which  can  be  weighed  in  the  same  financial  scale  with  the 
increased  supply  of  commodities  which  modern  industry  furnishes. 

Moreover,  it  may  be  argued  that  the  tendency  of  population  to  in- 
crease has  the  effect  of  neutralizing  the  greater  part  of  man's  increased 
productive  power,  so  that  by  far  the  greater  part  of  it  goes  in  main- 
taining increased  numbers  in  the  face  of  the  principle  of  diminishing 
returns,  and  the  increase  in  per  capita  wealth  is  but  a  small  fraction  of 
the  percentage  of  increase  in  our  essential  power  over  nature.  One 
might  go  farther  and  say  that  it  is  a  positive  injury  for  humanity  to 
learn  enough  about  the  arts  of  production  to  use  up  all  the  best  of  the 
earth's  limited  natural  resources  and  occupy  all  the  available  terri- 
tory, until  they  have  learned  how  to  put  them  to  some  better  use  than, 
for  example,  they  have  been  making  of  them  in  the  past  six  years. 

I  am  not  advocating  inefficiency,  though  there  are  some  sorts  of 
inefficiency  for  which  a  good  deal  might  be  said.  So  long  as  war  exists, 
any  civilization  that  systematically  practiced  inefficiency  for  the  good 
of  future  generations  would  be  speedily  displaced  by  one  with  less  re- 
fined ideals  and  more  immediate  horsepower.  Efficiency  is  inevitable 
and,  in  moderation,  not  undesirable.  But  what  I  am  suggesting  is  that, 
instead  of  taking  the  quality  of  man  for  granted  and  focussing  atten- 
tion on  quantity  output,  it  is  much  more  pertinent  for  the  social  student 
to  take  quantity  output  for  granted — business  will  not  neglect  that — 
and  direct  his  chief  attention  to  the  qualitative  effects  on  humanity  of 
the  things  they  do  in  their  inevitable  (but  largely  self-defeating)  striv- 
ing after  increased  per  capita  wealth. 

One  might  suggest  that  in  the  economy  of  nature  and  of  her  crea- 
tures means  and  ends  are  reversed :  that  the  creature's  ends  are  nature's 
means  of  gaining  her  ends,  and  the  activities  which  serve  the  creature 
as  means  of  attaining  his  ends  are  the  things  nature  is  really  after.* 

3  This  is  the  concluding  sentence  of  Jevons'  Introduction  (4th  ed.,  Macmillan,  p.  27.) 
*  If  this  figurative  personification  of  nature  appears  unscientific,  nature's  purposes 
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Primitive  man  is  interested  in  stilling  his  hunger  and  to  get  food  he 
endures  enormous  fatigues,  taxes  his  rudimentary  ingenuity,  and  per- 
haps makes  a  minute  improvement  in  the  stone  axe  or  the  bow.  Nature 
is  not  interested  in  stilling  his  hunger;  in  fact,  she  takes  very  effective 
measures  to  see  to  it  that  he  shall  be  chronically  hungry  in  order  that 
he  may  continue  to  endure  fatigues,  to  tax  his  ingenuity,  to  struggle, 
and  as  a  result  to  develop  biologically  into  a  type  with  higher  faculties. 
Now  that  we  have  supplanted  nature's  jungle  with  our  man-made  jungle 
of  mines,  factories,  railroads,  hotels,  jails,  hospitals,  almshouses  and 
what  not,  who  is  strong  enough  to  do  what  the  older  jungle  did  for 
our  ancestors — overrule  our  purposes  for  our  own  good  and  save  us 
from  the  danger  and  possible  biological  disaster  of  getting  what  we 
think  we  want? 

Proposition  4.  As  a  general  rule,  cost  varies  in  proportion  to  out- 
put: "overhead  costs''  which  are  independent  of  output  are  the  excep- 
tion and  arise  in  connection  icith  large  flawed  capital  Cfnly. 

As  an  alternative,  consider  the  proposition  that  overhead  costs  are 
not  merely  the  general  rule  but  are  universal,  and  that  the  costs  that 
are  "direct,"  or  "variable"  or  "prime  costs"  from  the  standpoint  of 
the  employer  are  overhead  costs  from  the  point  of  view  of  society. 
Every  laborer  is  his  own  "overhead"  and  has  his  constant  costs  to 
meet,  whether  he  is  working  or  not.  Society  has  so  much  productive 
power.  It  cannot  avoid  the  cost  of  either  (1)  maintaining  this  pro- 
ductive power,  including  the  human  beings  who  compose  most  of  it,  or 
(2)  seeing  it  depreciate.  The  power  of  the  entrepreneur  to  reduce  ex- 
penses by  reducing  his  working  force,  where  this  means  unemployment,, 
is  for  the  most  part  a  financial  illusion  arising  out  of  the  fact  that  the 
individual  employer  does  not  have  to  pay  the  constant  costs  of  the  labor 
he  turns  ofF.^ 

This  principle  has  many  possible  applications,  largely  in  the  direc- 
tion of  placing  the  burden  of  labor's  overhead  cost  on  those  bearing 
chief  responsibility  for  the  industrial  cycle,  and  where  it  will  have  the 
greatest  effect  in  stimulating  people  to  do  things  to  relieve  the  irregu- 
larities. It  is  one  tremendously  important  instance  in  which  social  ac- 
counting and  business  accounting  diverge  and  in  which  the  social  ac- 
counting is  not  yet  organized  and  explicit. 

Proposition  5.  The  rational  foresight  of  individuals  is  at  the  basis 
of  individualistic  economics.     In  particular:  business  men  know   the 

with  man  may  be  translated  as  the  requirements  of  man's  biological  development, 
which  undoubtedly  contain  a  sounder  standard  of  human  welfare  than  the  gratifica- 
tion of  his  immediate  conscious  desires. 

5  This  general  point  has  been  developed  by  G.  P.  Watkins:  "A  third  Factor  in 
the  Variation  of  Productivity."     American  Economic  Review,  V.  753,  770-77. 
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"best  combination  of  factors"  and  the  marginal  productive  worth  of 
different  factors,  and  on  this  the  efficiency  of  individualism  depends. 
The  question  at  issue  is  not  whether  people  are  thus  intelligent,  but 
whether  an  economics,  founded  on  the  idea  that  they  are,  is  really  a 
sound  basis  for  individualism. 

Let  us  study  for  a  moment  a  hypothetical  society  made  up  of  indi- 
viduals gifted  with  this  degree  of  intelligence  and  foresight.  Would 
this  be  peculiarly  favorable  to  individualism?  Business  would  be  highly 
efficient,  it  is  true,  but  there  is  serious  question  how  long  beings  with 
this  much  foresight  would  continue  to  compete.  Such  beings  would 
not  let  the  coal  business  run  in  the  wasteful  way  which  was  described 
to  us  this  morning.  They  would  long  since  have  introduced  such  meth- 
ods as  Mr.  Mason  and  others  spoke  of,  and  in  the  process  they  would 
have  integrated  the  industry  to  a  point  where  wagon-mines  and  back- 
yard wheelbarrow  mines  could  not  offer  serious  competition  to  the 
organized  large-scale  producers.  And  there  would  be  a  Federal  Com- 
mission. 

Perhaps  in  this  hypothetical  society  employers  and  employees  in,  let 
us  say,  the  building  trades,  might  both  get  tired  of  the  competitive 
struggle  and  unite  to  assist  each  other  in  excluding  competitors.  If 
they  were  very  foresightful  they  might  cover  up  their  tracks  so  well  that 
even  Mr.  Untermyer  miglit  have  difficulty  in  getting  evidence  enough 
to  make  a  case.  The  "best  combination  of  factors"  in  this  case  would 
consist  in  putting  some  of  the  very  best  brains  to  work  on  covering  up 
tracks,  and  the  marginal  worth  of  high-grade  brains  in  this  occupation 
would  be  extremely  high.  Since  tlie  employers  would  know  all  this, 
highgrade  brains  would  be  so  employed  and  lavishly  rewarded.  On  the 
other  hand,  the  marginal  worth  of  brains  spent  in  detecting  such  con- 
spiracies would  also  be  very  high,  and  government  would  know  this 
(by  hypothesis)  and  would  bid  against  private  enterprise  for  the  same 
grade  of  brains.  Thus  a  large  part  of  society's  ability  would  be  de- 
voted to  this  interesting  game  of  hide-and-seek;  to  making  and  con- 
testing valuations  of  properties ;  to  checking  up  accounts,  inspecting 
products  to  enforce  standards  of  quality  and  service,  and  many  other 
similar  occupations ;  and  their  pay  would  absorb  a  considerable  part 
of  the  national  income. 

Meanwhile,  if  people  in  general  could  choose  intelligently  for  the 
future  they  could  and  would  vote  intelligently  and  select  able  and  hon- 
est officers  of  government,  and  government  departments  would  be  very 
efficiently  run  because  their  heads  would  know  the  "best  combination  of 
factors,"  and  the  "marginal  worth"  of  talent,  and  would  be  able  to 
get  appropriations  that  would  enable  them  to  bid  for  it.  Their  budget 
system,  based  on  knowledge  of  the  relative  marginal  worth  of  different 
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lines  of  public  expenditure,  would  furnish  something  society  has  long 
needed — a  system  of  social  accounting  in  terms  of  national  welfare. 
Thus  we  should  have  on  the  one  hand  enormous  waste  in  the  attempt  to 
control  private  industry,  and  on  the  other  hand  government  depart- 
ments quite  as  efficient  as  private  concerns  and  able  to  avoid  the  wastes 
and  duplications  either  of  competition  or  of  regulation.  Under  these 
conditions  any  people  with  such  intelligent  foresight  as  we  have  as- 
sumed could  not  fail  to  see  the  obvious  advantages  of  national  collectiv- 
ism, and  we  might  expect  to  see  it  adopted  as  rapidly  as  an  efficient 
government  bureau  could  handle  the  necessary  accounting. 

But  suppose,  on  the  other  hand,  we  assume  a  population  of  little  fore- 
sight, who  therefore  cannot  safely  depart  far  from  custom,  who  are 
governed  much  by  imitation  and  suggestion  from  their  fellows,  who 
learn  only  by  making  mistakes  and  being  hurt,  and  who  do  not  know 
the  "best  combination  of  factors"  nor  the  marginal  worth  of  different 
factors  of  production.  In  such  an  imaginary  society,  private  produc- 
tion would  not  be  very  efficient,  judged  by  absolute  standards  of  what 
is  technically  possible.  On  the  other  hand,  a  considerable  amount  of 
competition  would  survive  for  a  long  time,  perhaps  indefinitely ;  partly 
because  it  is  customary,  partly  because  competitors  do  not  look  far 
ahead,  and  partly  because  they  are  influenced  by  the  suggestive  force 
of  a  moral  code  which  considers  monopoly  as  contrary  to  the  public 
interest. 

With  competition,  however,  goes  a  weeding  out  of  the  least  efficient, 
which  means  eliminating  the  widest  departures  from  the  "best  combi- 
nation of  factors"  and  from  the  system  of  paying  factors  of  production 
according  to  their  marginal  worth  to  the  employer,  and  placing  them 
in  industry  on  the  same  principle.  The  survivors  would  be  those  wlio, 
by  luck  or  intuition,  came  nearest  behaving  as  they  would  if  they  had 
known  what  the  "best  combination"  was  and  what  the  marginal  worth 
of  productive  factors  was.  The  force  of  competition  would  put  pressure 
on  business  to  install  cost  accounting  systems  in  order  to  lessen  its 
ignorance  of  how  much  productive  factors  are  worth,  and  to  employ 
engineers  and  efficiency  experts  who,  although  they  may  not  know  the 
absolute  "best  combination,"  may  at  least  be  able  to  devise  ways  of 
improving  the  combination  that  exists.  Thus  there  would  be  forces 
working  in  the  general  direction  of  efficiency  and  of  a  rough  approxi- 
mation to  an  organization  on  the  basis  of  marginal  productivity.^ 

On  the  other  hand,  government  departments  would  not  only  suffer 

e  Professor  J.  B.  Clark  has,  in  lectures,  made  the  point  that  the  marginal  produc- 
tivity theory  does  not  require  perfect  knowledge  on  the  part  of  business  men  of 
what  "marginal  products"  are;  but  that  the  force  of  competitive  selection  works  in 
this  direction  automatically. 
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from  not  knowing  what  the  "best  combination  of  factors"  was,  but 
they  would  lack  the  saving  grace  of  competitive  elimination  to  work 
automatically  in  that  direction,  or  to  put  pressure  on  their  adminis- 
trative heads  to  install  efficient  systems  of  accounting  and  research. 
In  such  a  purely  hypothetical  society,  we  might  expect  that  the  ac- 
counting systems  of  government  departments  would  be  far  inferior  to 
those  of  private  business;  and  would  be,  in  fact,  inadequate  to  show 
how  much  public  services  cost,  let  alone  the  marginal  worth  of  differ- 
ent productive  factors  taking  part  in  those  services. 

Not  knowing  how  much  factors  of  production  were  worth,  govern- 
ment would  tend  to  underpay  the  highest  employees  a7i3  fail  to  secure 
the  highest  talents  in  competition  with  private  industry.  Moreover,  a 
people  of  this  mental  type  would  be  less  able  to  vote  intelligently  than 
to  buy  goods  intelligently,  since  voting  makes  peculiar  demands  on  the 
powers  of  foresight,  while  the  buying  of  goods  can  be  much  less  waste- 
fully  done  by  the  method  of  trial  and  error.  Most  marketable  com- 
modities are  renewed  far  oftcner  than  is  the  incumbent  of  a  political 
office,  and  of  those  that  are  not,  few  commodities  are  selected  without 
more  intelligent  study  of  values  than  the  average  voter  makes  of  the 
average  candidate  on  the  average  American  long  ballot.^  Thus  in  this 
h\^pothctical  society  there  would  be  less  chance  of  getting  able  public 
officers  than  able  business  men.  And  though  the  absolute  efficiency  of 
private  enterprise  would  be  far  less  than  in  our  first  hypothetical  so- 
ciety, that  of  public  enterprise  would  suffer  still  more.  In  the  second 
society,  private  enterprise  would  be  more  efficient  than  public. 

The  tendency  to  combination  would  undoubtedly  appear,  though  re- 
strained by  the  custom  of  competition  and  the  moral  mandate  for  it. 
The  attempts  of  government  to  curb  combination  would  be  largely 
abortive,  but  the  people  might  still  prefer  a  moderate  degree  of  ex- 
ploitation to  the  inefficiency  of  government  operation,  or  to  the  effort 
and  uncertainty  of  conceiving  and  working  out  some  other  substitute 
for  individualism.  After  some  trying  experiences,  business  would  prob- 
ably learn  to  keep  its  exploitation  within  the  limits  of  the  people's  toler- 
ation, not  so  much  from  shrewd  calculation  as  from  natural  hesitation 
to  break  with  custom  and  morals,  and  from  the  habit  of  feeling  one's 
way  in  any  new  policy.     And  thus  individualism  might  continue. 

Thus  it  appears  plausible  that  the  strongest  basis  for  individualism 
is  not  the  intelligence  of  individuals  and  their  irrevocable  devotion  to 
the  pursuit  of  their  own  self-interest,  but  rather  their  stupidity  and 
their   susceptibility   to   moral   suggestion.      Individualism   may  be  re- 

7  Cf.  T.  N.  Carver's  suggestive  comparison  of  political  and  economic  competition 
in  his  Principles  of  Political  Economy,  p.  328,  and  in  his  Essays  in  Social  Justice, 
pp.  111-25. 
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garded,  not  so  much  as  the  system  calculated  to  get  the  utmost  out  of 
a  people  of  extremely  high  intelligence  as  the  system  in  which  human 
stupidity  can  do  the  least  harm.  All  of  which  is  not  so  very  new,  but 
is  more  akin  to  the  general  trend  of  Adam  Smith's  economics  than  to 
the  Austrian  school,  and  really  harks  back  from  marginal  utility  eco- 
nomics to  the  earlier  classical  proposition  that  individuals  can  choose 
for  themselves — not  with  absolute  accuracy — but  better  than  any 
government  agent  can  do  it  for  them.  This  is  a  theory  of  relativity 
rather  than  one  of  the  absolute  efficiency  of  individualism  as  a  system 
by  itself. 

After  all,  at  the  present  time  one  of  the  most  important  facts  con- 
cerns, not  the  general  level  of  intelligence,  high  or  low,  but  the  differ- 
ing degrees  of  training  and  special  information  on  different  topics ;  the 
extent  to  which  the  specialist  in  this  age  of  specialists  has  information 
beyond  the  unspecialized  man  in  the  street,  and  the  ability  of  the  un- 
specialized  "people"  to  cope  with  the  specialist  who  has  his  axe  to 
grind.  This  is  one  of  the  very  large  problems  for  the  "economic  man" 
of  the  twentieth  century. 

Proposition  6.  Capital,  including  machinery,  consists  of  instruments 
of  productio'n  utilized  hy  human  beings  for  the  production  of  wealth. 

Let  me  suggest  the  alternative  proposition  that  human  beings  are  in- 
struments of  production  utilized  by  machines  for  the  machines'  increase 
and  biological  development.  This  is  not  a  new  idea.  Samuel  Butler 
carried  it  to  the  point  of  suggesting  that  machines  might  develop  con- 
sciousness and  thus  enslave  mankind,  though  in  these  days  of  behavior- 
ist  psychology  the  question  whether  the  ruling  race  possesses  conscious- 
ness or  not  may  be  regarded  as  obsolete.  A  more  real  question  is :  how 
many  and  how  important  and  far-reaching  are  the  things  the  machines 
have  done  to  us  which  we  did  not  intend  nor  foresee,  compared  to  the 
things  we  specifically  employed  them  to  do .?  On  this  point,  some  things 
have  already  been  said  (sections  2  and  3  above). 

Among  economists  and  social  scientists,  Veblen  has  described  how 
machines  train  and  educate  human  beings.^  A.  S.  Johnson  has  pointed 
out  how  the  nominal  captain  of  industry  is  ruled  by  the  processes  he 
presides  over.*  Cooley  has  asserted  the  existence  of  impersonal  forms 
of  life  with  life-processes  independent  of  those  of  the  human  beings  who 
impinge  on  them  and  further  their  growth,  and  he  mentions  industrial- 
ism as  one  of  these  forms  of  life.'"  The  Economic  Interpretation  of 
History  implies  that  the  machines  control  human  life  and  organization 
in  its  highest  forms. 

8  The  Instinct  of  Workmanship,  pp.  311-27. 

9  "The  Soul  of  Capitalism,"   Unpopular  Review,  April-June,  1914^  pp.  230-1. 

10  Social  Process,  pp.  6-26, 
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Machines  may  be  conceived  as  making  bargains  with  man  in  which 
they  offer  him  things  he  very  much  desires,  and  in  exchange  bind  him 
to  serve  and  maintain  them,  to  eliminate  the  unfit  among  them  and 
promote  their  racial  progress,  and  to  alter  his  own  social  and  political 
arrangements  In  whatever  ways  may  be  necessary  In  keeping  pace  with 
the  increasingly  complex  social  organization  of  the  machines  themselves, 
and  in  keeping  the  children  of  man  faithful  to  the  service  the  machines 
require.  The  full  nature  of  the  terms  of  these  bargains  are  not  re- 
vealed to  man  until  he  Is  so  fully  committed  that  it  Is  too  late  to  turn 
back,  and  thus  the  machines  outwit  him.  For  example,  they  took  Adam 
Smith  into  their  confidence,  but  only  so  far  as  suited  their  purposes. 
By  such  methods  they  have  succeeded  in  Imposing  on  man  many  things 
he  never  bargained  for,  some  of  which  he  finds  extremely  unwelcome. 

Some-  might  think  this  shows  a  low  standard  of  honesty  on  the  part 
of  the  machines,  but  we  must  remember  that  honesty  is  the  morality  of 
equals  toward  equals,  not  of  superior  to  inferior  races,  and  that  our 
own  conduct  toward  Inferior  races  will  hardly  stand  a  critical  examina- 
tion. At  least  machines  have  not  forced  their  culture  upon  us  by 
armed  violence.  Among  their  own  kind,  they  show  a  sense  of  the 
superior  Importance  of  biological  progress  to  immediate  gratification 
and  a  subordination  of  the  interests  of  the  individual  machine  to  the 
progress  of  the  race,  which  demonstrate  a  clear  moral  superiority. 
Seldom  or  never,  as  In  Arnold  Bennett's  Milestones,  does  the  older 
generation  cramp  the  development  of  the  younger.  They  give  way 
without  complaint,  youth  is  served,  and  the  Interests  of  mechanical 
posterity  are  paramount. 

The  machines  appear  to  have  kind  intentions  toward  man,  but  to 
lack  understanding  of  many  of  his  feelings  and  needs ;  as  is  frequently 
the  case  with  ruling  and  subject  races.  They  have  revolutionized  both 
work  and  product,  taking  the  element  of  universal  individual  initiative 
out  of  both.  They  have  given  man  unnatural  working  conditions  which 
are  now  leading  to  incipient  revolt,  and  living  conditions  that  go  far 
to  defeat  democracy.  They  are  responsible  for  the  "industrial  cycle," 
and  as  long  as  their  own  overhead  costs  are  covered  in  periods  of  de- 
pression, they  have  not  assumed  full  responsibility  for  the  correspond- 
ing overhead  costs  of  human  beings.  They  have  largely  taken  over 
the  drama  without  caring  to  preserve  what  human  beings  regard  as  the 
highest  standards  of  taste,  and  they  have,  intentionally  or  unintention- 
ally, gone  far  to  undermine  the  church  and  even  religion  itself.  They 
have  incontinently  switched  us  from  a  paternalistic  to  a  laissez-faire 
type  of  government  and  are  now  busily  switching  us  back  again,  ac- 
cording to  the  temporary  needs  of  the  stage  of  development  they  have 
reached.     These  are  merely  examples. 
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As  for  their  methods  of  nmintalning  control:  some  classes  they  bribe 
with  large  rewards,  other  classes,  largely  technicians,  and  technical- 
scientists,  do  not  need  to  be  bribed:  their  minds  are  captured  by  the 
material  they  work  in.  And  the  unspecialized  "ruling  classes,"  voters 
or  congressmen  or  others,  cannot  cope  with  these  specialists,  who  are 
left  to  do  more  and  more  of  the  governing  in  the  shape  of  the  actual 
working  out  of  things.  The  ordinary  man  cannot  even  speak  the  dialect 
in  terms  of  which  man}'  of  these  issues  are  settled ;  for  example,  the 
accounting  language  used  in  settling  the  justice  of  street-car  fares. 
The  machines  have  cleverly  limited  human  cooperation  by  splitting 
human  language  up  into  many  dialects  of  many  specialist  groups,  so 
that  the  highest  common  factor  of  intelligibility,  so  to  speak,  for  hu- 
manity as  a  whole,  consists  of  relatively  simple  ideas,  largely  obsolete 
in  the  sense  of  not  actively  gripping  the  newer  issues.  Among  these 
ideas  might  be  mentioned  the  simple  ideas  of  public  and  private  owner- 
ship. As  men  become  more  dependent  on  machines,  the  latter  become 
able  to  rule  by  penalties  as  well  as  by  rewards:  for  example,  our  recent 
heatless  Mondays  and  other  penalties  imposed  by  failure  to  develop  our 
railroad  system  to  a  continually  increasing  size  and  complexity  of 
articulation.  Thus  mankind  moves  in  directions  it  never  intended, 
getting  largely  things  it  never  definitely  wanted  as  the  unexpected  re- 
sult of  engaging  the  services  of  unexpectedly  powerful  instruments. 

What  I  have  called  Euclidean  Economics,  in  general,  serves  the  in- 
terests of  the  machines.  It  directs  attention  to  the  bribe  they  offer, 
and  away  from  the  conditions  they  exact.  It  has  countenanced  the 
machines  in  neglecting  to  assume  the  burden  of  human  overhead  costs, 
and  in  this,  as  in  other  matters,  by  insisting  on  putting  man  on  a  higher 
level  than  machines  in  respect  to  freedom,  it  has  sometimes  put  him 
on  a  lower  level  in  respect  to  care  for  his  material  needs.  This  has  its 
fine  side,  but  by  teaching  man  that  he  is  the  end  of  all  things,  when  he 
is  not,  his  subjection  is  concealed  and  thus  perhaps  perpetuated. 

I  do  not  advocate  revolting  against  the  machines  and  abolishing  or 
subjugating  them :  all  I  aspire  to  is  a  reasonable  degree  of  racial  equal- 
ity. This  would  make  for  more  friendly  relations  and  would  help  to 
allay  the  distrust  of  the  purposes  of  the  machines  which  now  prevents 
us  from  getting  all  the  benefits  which  they  are  able  and  willing  to  give 
us.  This  is  peculiarly  true  of  labor,  but  not  of  labor  alone.  This 
morning  the  machines,  r^ia  Mr.  Mason  and  others,  made  us  a  most  allur- 
ing offer  of  increased  coal  production  and  I  noticed  this  intelligent  as- 
semblage looking  this  gift  horse  in  the  mouth,  debating  whether  this 
would  force  upon  us  a  federal  commission  or  federal  operation,  and 
whether  we  wanted  these  changes  in  our  economic  and  political  order. 
This  distrust  is  a  hopeful  sign  so  long  as  we  cannot  tell  what  kind  or 
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degree  of  social  and  political  transformation  the  machines  would  force 
upon  us.  It  marks  a  notable  advance  on  the  usual  method  of  accepting 
the  offer  first  and  railing  at  the  consequences  afterward.  But  we  must 
become  far  better  informed  and  surer  of  our  own  intentions  before  our 
dealings  with  the  machines  can  be  characterized  by  that  confidence 
which  marks  the  bargaining  of  equals.  To  attain  this  we  must  not 
merely  develop  the  ability  to  rise  superior,  if  necessary,  to  the  imme- 
diate bribe  that  is  offered  us;  we  must  become  competent  to  bargain, 
as  the  machines  do,  with  an  intelligent  eye  to  our  long-run  racial  and 
social  interests. 

These  interests  are  most  seriously  threatened  in  the  case  of  labor. 
The  machines  tend  to  confine  discretion  in  industry  to  the  few  whom 
they  take  into  their  confidence,  while  the  bulk  of  labor  has  largely  lost 
the  power  to  make  any  constructive  contribution  to  the  technique  of 
industry.  The  job  belongs  to  the  machine,  and  labor  feels  little  re- 
sponsibility for  it.  Labor's  state  of  mind  and  conduct  shows  the  con- 
sequences of  this,  and  many  laborers  appear  to  alternate  between  the 
slave-morality  of  getting  as  much  as  possible  and  giving  as  little,  and 
the  spasmodic  need  of  exerting  power  of  some  sort.  Under  the  cir- 
cumstances this  can  only  be  power  to  interfere  with  the  orderly  prog- 
ress of  industry  by  strikes  or  sabotage,  since  power  to  improve  on  the 
operations  laid  down  by  the  machines  appears  to  be  beyond  labor's 
present  reach,  either  for  lack  of  competence,  ambition,  or  opportunity. 
Racial  equality  can  never  be  established  so  long  as  the  bulk  of  mankind 
are  in  this  position  of  undignified  and  passive  inferiority. 

The  situation  demands  social  organizations  capable  of  exerting  the 
force  of  constructive  human  will  enlightened  by  collective  intelligence, 
at  the  point  where  things  are  being  decided,  in  the  processes  of  industry 
itself,  rather  than  waiting  till  the  decision  is  made  and  then,  through 
our  "political"  machinery,  taking  belated  and  purely  defensive  action. 

TRADITIONAL  ECONOMIC  THEORY— DISCUSSION 

Irving  Fisher. — In  commenting  on  the  foregoing  papers,  I  will  only  say 
that  I  feel  that  there  is  an  undue  tendency  to  react  against  theories  of 
marginal  utility  because  we  have  expected  more  of  them  than  they  have 
yielded.  Such  revulsions  of  feeling  create  alternate  fashions  in  economic 
theory,  and  fashions  should  have  no  place  in  science.  There  is  a  solid  basis 
of  truth  in  the  theories  of  marginal  utility  which  should  not  be  lost  but 
used  as  foundations  on  which  to  build. 

r'RANK  H.  Knight. — Considerable  courage  is  doubtless  required  to  say 
anything  in  defense  of  economic  theory  in  any  of  its  familiar  aspects  after 
the  presentation  of  these  two  papers,  not  to  mention  those  given  this  after- 
noon, in  which  "theory"  has  been  pelted  with  missiles  of  every  degree  of 
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consistency.  Yet  the  embarrassing  fact  to  me  is  that  I  still  see  significance 
in  our  inheritance  from  the  past  hundred  and  fifty  years,  although  1  am 
also  in  agreement  with  niucli  of  the  argument  to  which  we  have  listened,  on 
its  positive  side.  Much  controversy  among  economists  is  due  to  diti'erences 
in  their  conceptions  of  problems  and  methods  of  attack,  and  not  to  real 
antagonism  in  theoretical  position.  In  my  opinion  a  great  deal  of  it  rests 
upon  a  single  confusion,  the  failure  to  separate  clearly  the  question  of  ex- 
plaining the  price  system  and  the  competitive  organization  of  industry  from 
the  question  of  criticizing  or  evaluating  it.  These  functions  are  most  inti- 
mately connected  and  both  are  within  the  task  of  the  theorist;  but  they  are 
not  identical  and  it  is  a  mistake  to  criticize  him  because  what  he  says  on 
one  of  these  problems  is  not  directly  relevant  to  the  other. 

A  good  illustration  is  to  be  found  in  two  articles  in  the  current  and  pre- 
ceding issues  of  our  Review,  in  which  Professor  Tetter  criticizes  Professor 
Mitchell's  paper  presented  to  the  meeting  of  five  years  ago,  under  the  head- 
ing of  a  contrast  between  price  economics  and  welfare  economics.  It  is  im- 
probable that  Professor  Mitchell  is  less  interested  in  human  welfare  than 
is  Professor  P'etter.  The  difference  is  in  the  two  thinkers'  conceptions  of 
the  meaning  and  use  of  scientific  method. 

In  the  field  of  explaining  phenomena  the  critics  condemn  the  theorist  for 
using  simplified  assumptions,  some  even  going  so  far  as  to  accuse  him  of 
not  knowing  everything  about  our  economic  system  and  all  the  details  of  its 
workings.  Knowledge  of  facts,  even  of  details,  is  very  good,  and  the  more 
of  it  the  better.  But  someone  must  think  out  the  general  problems,  too. 
And  since  detailed  knowledge  of  any  large  part  of  the  field  is  impossible 
to  any  one  man,  it  is  inevitable  that  the  theorist  must  see  his  facts  largely 
through  other  men's  eyes.  Division  of  labor  is  indispensable.  The  busi- 
ness man  and  practical  worker  must  complete  and  correct  the  general  prin- 
ciples worked  out  by  the  theorist  in  applying  them  to  their  own  problems. 
They  cannot,  however,  usurp  the  theorist's  place.  Their  knowledge  of 
facts  though  fuller,  applies  to  a  limited  field  and  is  necessarily  onesided. 
They  are  in  the  position  of  being  unable  to  see  the  forest  for  the  trees. 
Moreover,  a  clear  and  consistent  body  of  general  theory  is  necessary  as  a 
guide  to  the  observation  of  facts. 

It  is  an  oft-told  tale  but  will  bear  repeating  with  emphasis  until  it  is 
more  commonly  understood,  that  the  general  theory  of  a  subject  is  not  sup- 
posed to  give  a  realistically  complete  account  of  it.  The  function  of  theory 
is  to  identify,  isolate,  and  trace  out  to  their  final  consequences  the  more 
fundamental  tendencies  discernible  in  a  complex  mass  of  phenomena.  The 
effects  of  causes  must  be  investigated  separately,  and  be  combined  after  we 
know  what  they  are.  To  ascertain  just  which  causes  are  at  work  in  any 
case  and  to  what  extent,  and  to  combine  their  results  in  a  concrete  prediction 
of  outcome,  is  the  province  of  the  application  of  principles,  not  of  the  de- 
rivation of  principles.  Moreover,  the  general  principles  are  always  very  in- 
complete. The  scientific  method  has  rather  narrow  limits,  especially  in 
dealing  with  human  behavior  and  social  phenomena.  A  large  proportion 
of  the  forces  which  must  be  taken  into  account  cannot  be  reduced  to  gen- 
eral principles.  Such  problems  can  never  be  dealt  with  by  formula  or  rule 
of  thumb.  It  is  no  criticism  of  general  principles  that  their  application  must 
call  for  a  large  use  of  common  sense  and  trained  judgment. 

One  speaker  this  afternoon  (Dr.  Wolman)  was  candid  enough  to  admit 
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that  the  critics  of  the  simplified  psychology  used  by  economic  theorists  have 
made  little  headway  in  bringing  forth  substitute  principles.  I  do  not  be- 
lieve they  ever  will.  Their  strictures  are  valid  as  limitations  on  the  familiar 
reasoning,  not  as  negations.  The  principles  of  the  established  economics  are 
partial  statements,  but  sound  as  far  as  they  go,  and  they  go  about  as  far 
as  general  principles  can  be  carried.  If  theorists  and  practical  economists 
are  to  get  together,  the  latter  must  be  moderate  in  their  demands,  accepting 
the  service  that  theory  can  render  and  not  expecting  the  impossible;  and 
on  the  other  hand  theorists  must  be  more  modest  in  their  pretensions  than 
some  of  them  have  sometimes  been.  General  theory  is  a  first  step,  but 
never  a  very  long  step  toward  the  solution  of  practical  problems. 

So  I  see  nothing  antagonistic  to  the  spirit  of  the  "Euclidian"  economics  in 
Professor  Clark's  proposal  of  reversing  certain  of  its  assumptions.  Opposite 
tendencies  may  be  and  often  are  real  and  eifective  in  different  situations, 
and  even  in  the  same  situation.  Economists  have  habitually  studied  both 
monopoly  and  competition,  which  are  opposite  tendencies,  without  any  feel- 
ing that  they  were  manipulating  a  paradox.  Some  of  the  inverted  postu- 
lates which  he  suggests  are  important  and  neglected.  I  think  this  is  espe- 
cially true  of  the  relation  between  production  and  consumption  as  means 
and  end.  In  many  cases  it  is  far  more  nearly  true  that  consumption  is  the 
means  than  that  it  is  the  end,  but  it  would  surely  be  "advancing  back- 
wards" to  work  out  our  economics  on  the  assumption  that  such  is  always 
the  case.  The  correct  course  for  general  theory  is  to  study  both  tendencies 
and  leave  it  to  the  practitioner  to  use  the  results  which  fit  his  own  problem 
— or  rather  perhaps  to  find  the  proper  combination  of  the  two,  for  I  imagine 
that  the  relation  between  means  and  end  is  usually  more  or  less  reciprocal, 
one  or  the  other  direction  predominating  in  various  degrees. 

Professor  Parry's  attack  on  the  two. cornerstones  of  established  theory, 
utility  and  productivity,  illustrates,  I  think,  in  a  particularly  apt  way  the 
confusion  between  explanation  and  evaluation.  I  fully  agree  with  him  that 
utility  is  misleading  as  an  explanation  of  economic  behavior.  The  con- 
sumer is  not  in  the  sort  of  situation  assumed  in  the  theory,  and  when  utility 
is  made  over  into  relative  utility  in  terms  of  money  there  is  nothing  left 
of  it  but  the  fact  of  pecuniary  demand.  Utility  is  not  meaningless  or  un- 
real, however;  it  is  only  irrelevant  to  some  of  the  purposes  for  which  it  has 
been  used.  When  we  come  to  pass  judgment  on  the  workings  of  the  price 
system,  we  have  to  have  a  theory  of  utility  as  a  starting  point ;  and  when  the 
theory  is  worked  out  from  this  point  of  view  most  of  the  familiar  features 
will  be  recognized  in  it.  (Personally,  I  question  the  usefulness  of  total 
utility  and  the  "surplus"  even  here.)  Utility  is  an  ethical  category,  as  in- 
deed is  illustrated  by  the  most  important  conventional  application  of  it,  in 
justifying  progressive  taxation. 

With  productivity  the  situation  is  in  a  sense  reversed.  The  mistake,  as 
now  generally  recognized,  was  in  giving  it  ethical  significance.  It  tells  us 
nothing  as  to  the  income  which  any  member  of  society  ought  to  receive.  But 
it  does  explain  the  income  which  individuals  actually  get,  or  tend  to  get, 
under  the  system  of  private  property  and  free  competition.  And  the  theory 
also  shows  the  manner  in  which  any  society,  even  an  ethical  Utopia,  would 
have  to  impute  income  to  productive  factors  in  order  to  organize  production 
intelligently,  however  it  might  distribute  that  income  among  producers  and 
non-producers.     Progress  in  theory  is  to  be  looked  for  not  from  repudiating 
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the  past  and  starting  over,  but  from  reorganizing  the  results  in  relation  to 
the  problems  to  which  they  are  relevant  and  carrying  the  work  forward 
along  similar  lines. 

Caul  E.  Parry. — I  welcome  this  opportunity  to  speak  again  because  I 
should  like  to  make  a  few  remarks  in  more  informal  fashion  than  seemed 
possible  in  my  original  paper. 

It  seems  to  me  that  differences  of  opinion  on  special  subjects  like  the  ones 
we  are  discussing  arise  largely  out  of  a  general  difference  of  opinion  con- 
cerning the  kind  and  degree  of  specialization  appropriate  to  economists. 
According  to  men's  differing  views  on  this  general  question  they  are  dis- 
posed to  see  different  meanings  in  the  same  situation.  Thus  I  have  attended 
the  same  sessions  of  this  meeting  as  Professor  Fetter  but  have  been  struck 
by  a  very  different  aspect  of  them.  The  proposition  that  they  seem  to  me 
to  illustrate  is  that  we  find  ourselves  able  to  make  headway  with  a  con- 
crete question  by  bringing  to  bear  upon  it  the  counsel  of  experts  of  various 
kinds.  Thus  two  of  the  best  papers  on  the  bituminous  coal  situation  have 
not  been  given  by  economists  at  all;  one  of  them  has  come  from  a  profes- 
sional geologist  and  the  other  from  a  professional  engineer.  The  discus- 
sion of  this  coal  question  exemplifies  the  exact  point  that  I  have  been  trying 
to  make;  namely,  economists  are  more  effective  in  advancing  human  welfare 
when  they  enter  a  conference  in  the  capacity  of  experts  without  attempting 
"to  play  all  the  bases  themselves." 

I  have  observed  that  none  of  the  speakers  has  attempted  to  defend  the 
principle  of  marginal  utility  as  an  instrument  for  getting  at  the  reasons  for 
the  rise  and  fall  of  prices,  which  signifies  that  my  central  attack  on  this 
principle  was  not  altogether  without  foundation. 

The  only  contention  which  has  really  disturbed  me  to  the  extent  of  "draw- 
ing any  blood"  is  the  one  advanced  by  Professor  Fisher  and  apparently  en- 
dorsed by  Dr.  Knight,  that  I  make  a  mistake  in  repudiating  the  hypothetical 
method  of  approach.  There  must  have  been  something  in  my  paper  that 
sounded  more  extreme  on  this  point  than  I  intended  it  to  sound,  for  I  have 
great  respect  for  the  use  of  this  method  of  approach  when  used  in  the  right 
way.  The  method,  as  I  understand  it,  is  that  of  "successive  approxima- 
tions," used  most  effectively  so  far  as  I  know  by  Ricardo.  Of  course,  as 
Professor  Fisher  says,  we  must  cast  typical  statements  in  the  form:  If  A 
is  true  then  B  is  true.  Now  I  feel  perfectly  free  to  use  this  method  and  to 
employ  this  form  of  statement.  I  can  say  "if"  as  well  as  anybody.  Thus  if 
foreign  governments  carry  out  their  present  intention  to  borrow  large  sums 
in  this  country,  and  if  large  corporations  execute  pending  plans  for  new 
financing,  then  the  long-time  rate  of  interest  will  not  fall  within  the  next 
few  months  to  anything  like  the  extent  often  predicted.  This  illustration 
should  show  how  the  hypothetical  method  is  properly  employed  by  econo- 
mists who  embrace  the  catallactic  point  of  view. 

Let  me  add  one  discriminating  comment  on  the  work  of  the  value  theo- 
rists. They  have  certainly  rendered  a  great  service  in  attempting  to  unify 
the  whole  science  of  economics  through  the  application  of  their  general  prin- 
ciple ;  in  so  doing  they  have  given  us  a  new  vision  of  the  possibility  of  uni- 
fication. Their  own  principle,  however,  has  failed  to  accomplish  the  unifi- 
cation largely  because  it  has  been  so  full  of  antiquated  ethics  and  antiquated 
psychology.     What  we  now  have  to  do  is  to  attack  the  task  of  unification 
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along  somewhat  different  lines.  The  value  theorists  failed  to  accomplish 
the  end  in  view,  not  because  they  failed  to  make  a  study  on  their  own  ac- 
count of  everything  in  any  way  relating  to  human  welfare,  including  such 
matters  as  ethics  and  psychology,  but  because  of  their  failure  to  see  exactly 
what  they  were  about  in  their  own  special  line,  meanwhile  keeping  in  close 
touch  with  the  work  of  modern  specialists  along  other  lines.  In  the  days  of 
Adam  Smith  and  Ricardo,  for  instance,  there  may  have  been  some  excuse 
for  economists  inventing  their  own  psychology,  but  that  justification  exists 
no  longer.  Thus  the  psychology  of  psychologists  in  Ricardo's  day  was  what 
we  now  know  as  phrenology,  and  perhaps  Adam  Smith  had  some  excuse  for 
inventing  that  "propensity  to  barter  or  exchange"  which  has  given  rise  to 
so  much  ridicule  in  modern  psychological  circles.  But  in  this  modern  day 
many  of  us  have  no  such  justification,  because  we  are  so  situated  that  we 
can  keep  in  close  touch  with  colleagues  whose  particular  business  it  is  to 
keep  abreast  of  modern  thought  in  such  fields  as  those  of  ethics  and  psy- 
chology. It  is  along  lines  of  such  cooperation  that  I  see  our  ultimate  sal- 
vation. Social  progress  calls  for  general  cooperation  among  specialists  in 
accord  with  "the  round-table  principle"  and  if  the  economist  is  to  sit  at 
the  table  he  must  know  more  than  anybody  else  about  some  special  and  par- 
ticular phase  of  the  matter  in  hand.  He  must  be  some  sort  of  expert  if  he 
is  to  sit  in  with  other  experts,  and  my  belief  is  that  he  can  qualify  in  this 
way  by  recognizing  his  special  duty  with  reference  to  markets  and  prices. 
Growing  recognition  of  this  necessity  will  bring  us  to  discard  a  number  of 
ideas  and  methods  that  are  already  obsolescent  although  they  have  not  yet 
ceased  to  be  cherished  by  recent  tradition. 


FEDERAL  TAXATION  OF  INCOME  AND  PROFITS 

By  Fred  Rogers  Fairchild 
Yale  University 

Now  that  the  war  is  over,  our  attitude  with  respect  to  tax  legislation 
is  different  from  that  which  we  occupied  when,  in  the  midst  of  the  con- 
flict, the  taxes  were  enacted  which  are  now  to  be  revised.  At  that  time 
the  supreme  consideration  was  to  obtain  revenue,  large  revenue  and 
without  delay.  Administrative  efficiency  was  of  prime  importance;  ques- 
tions of  justice  had  to  take  second  place.  And  right  here  I  feel  im- 
pelled to  testify  to  the  skill  and  good  judgment  generally  shown  in  the 
framing  of  our  war  tax  legislation.  The  end  to  be  accomplished  was 
accomplished,  and,  on  the  whole,  with  a  reasonable  approach  to  equity. 

Today  our  position  is  different.  The  task  is  to  criticize  and  overhaul 
war  taxation,  and  to  put  the  revenue  system  on  a  peace  basis  of  relative 
permanency.  The  crisis  is  past.  There  is  not  the  need  for  hurried 
action.  The  present  revenue  is  large  and,  while  the  government's  needs 
are  also  large,  there  is  at  least  no  necessity  for  any  sudden  increase  of 
revenue.  Wliatever  is  done  now  should  therefore  be  done  carefully  and 
deliberately,  with  the  purpose  of  putting  the  federal  taxes  upon  such 
basis  of  sound  principle  as  is  demanded  of  a  permanent  revenue  system. 

If  this  is  our  aim,  the  first  step,  I  believe,  is  to  get  down  to  funda- 
mental principles  regarding  the  taxation  of  income.  For  a  generation 
and  more  the  personal  income  tax  has  been  the  backbone  of  Europe's 
revenue  systems.  In  the  development  of  income  taxation,  the  United 
States  has  lagged  behind  the  rest  of  the  world.  Heretofore  the  reliance 
of  the  federal  government  upon  indirect  taxation  and  of  the  states  and 
municipalities  upon  property  taxes  has  diverted  our  attention  from  the 
taxation  of  incomes.  We  are  today  just  on  the  threshold  of  the  de- 
velopment of  the  income  tax  as  the  foundation  of  our  revenue  system. 
It  is  a  time  when  we  should  guard  our  steps,  in  order  to  avoid  mistakes 
whose  effects  may  be  fundamental  and  far-reaching.  Our  use  of  indirect 
taxes  has  not  been  too  successful,  and  our  experience  with  the  property 
tax  has  been  a  dismal  and  notorious  failure.  We  have  already  made 
some  false  steps  in  the  application  of  the  income  tax.  Let  us  beware 
lest  ill-considered  action  at  the  present  time  endanger  the  success  of  the 
tax  which  is  without  doubt  destined  to  be  the  center  of  the  American 
tax  system. 

I  think  I  need  not  further  emphasize  the  present  necessity  of  a  careful 
analysis  of  the  nature  of  income  and  of  its  relation  to  taxation  as  the 
first  step  in  tax  revision.  Practical  legislation  and  administration  may 
not  always  be  able  to  carry  out  sound  principle  in  every  detail,  yet  even 
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in  such  cases  trouble  is  avoided  if  there  is  at  least  recognition  of  the 
discrepancy  between  principle  and  practice. 

What  is  income?  In  my  opinion  the  most  satisfactory  definition  is — 
the  services  rendered  by  capital  and  by  human  beings.  This  definition 
I  think  best  expresses  the  nature  of  income  for  the  purpose  of  economic 
analysis.  It  also  agrees  as  closely  as  any  definition  can  with  the  popu- 
lar understanding  of  the  term.  On  carrying  this  concept  of  income 
over  into  the  practical  field  of  taxation,  I  shall  not  forget  that  no  scien- 
tific definition  can  be  followed  slavishly  in  all  its  practical  applications. 
Administrative  considerations  will  of  necessity  require  departures  from 
the  exact  scientific  principle,  but  such  variations  ought  to  be  made  in- 
telligently and  with  the  basic  principle  never  lost  sight  of. 

An  important  exception  of  this  sort  confronts  us  at  once  in  con- 
nection with  income  taxation.  In  the  modem  field  of  business,  money 
income  is  the  prominent  thing.  To  the  business  man,  income  ordinarily 
signifies  receipt  of  money,  and  it  is  not  surprising  that  tax  legislation 
has  pretty  generally  thus  limited  the  idea  of  income.  Now  it  is  certain 
that  in  any  real  economic  analysis  income  cannot  be  restricted  to  the 
receipt  of  money.  By  no  means  all  of  the  services  of  capital  and  per- 
sons are  rendered  to  the  recipient  in  the  form  of  money  received.  The 
houseowner  who  lives  in  his  own  house  enjoys  an  income  from  it  no 
less  real  and  no  less  in  amount  than  the  income  received  by  the  owner 
of  a  similar  house  which  is  rented  to  a  tenant.  The  money  receipts  of 
a  farmer  furnish  a  most  imperfect  account  of  his  real  income.  Tax 
legislation  generally  fails  to  recognize  income  which  does  not  appear 
in  the  form  of  money  receipts.  There  have  been  exceptions.  The  Wis- 
consin income  tax,  for  example,  undertook  to  include  the  rental  value 
of  a  house  occupied  by  the  owner  as  income.  The  Civil  War  income 
tax  recognized  the  essentially  similar  positions  of  the  occupier  of  a 
rented  house  and  the  occupier  of  his  own  dwelling,  but  undertook  to  se- 
cure equality  by  permitting  the  deduction  of  the  annual  rental  value 
by  both.  In  neither  case  can  it  be  considered  that  the  result  was  a  suc- 
cess, and  the  Wisconsin  Tax  Commission  has  definitely  announced  its 
belief  that  the  attempt  was  not  worth  while.  Indeed  the  attempt  to  in- 
clude in  taxable  income  services  which  do  not  appear  as  money  receipts 
involves  so  many  uncertainties  and  such  great  administrative  difficulties 
that  the  lawmaker  is  probably  justified  in  declining  as  a  rule  to  con- 
sider any  but  money  income.  Actually  most  income  is  today  in  the 
form  of  money  receipts.  It  must  not  be  forgotten,  however,  that  such 
limitation  does  involve  departure  from  scientific  principle  and,  as  a  re- 
sult, causes  discrimination  in  favor  of  certain  classes,  particularly  the 
farmers,  who  are  in  effect  permitted  to  deduct  living  and  family  ex- 
penses from  taxable  income,  a  deduction  expressly  forbidden  to  all  those 
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whose  family  and  living  expenses  must  be  met  by  money  payments. 
Similarly  the  citizen  who  lives  in  his  own  house  is  favored  with  an  al- 
lowance for  house  rent  expressly  denied  to  those  who  pay  rent.  The 
time  may  come,  particularly  in  connection  with  the  extension  of  state 
income  taxes,  when  it  may  be  possible  to  broaden  the  definition  of  in- 
come so  as  to  take  account  of  these  discrepancies.  In  the  present  dis- 
cussion of  the  federal  income  tax,  however,  I  think  we  are  justified  in 
adhering  practically  to  money  income. 

A  more  important  and  more  troublesome  problem  is  that  of  applying 
practically  the  distinction  between  income  and  capital.  Income  is  a 
service  rendered  by  capital.  Increase  in  the  amount  or  value  of  capital 
itself  is  not  income.  The  distinction  between  capital  and  income  is  not 
a  particularl}'^  difficult  one  in  theory.  The  problems  arising  from  its 
practical  application,  on  the  other  hand,  are  complex  in  the  extreme, 
and  the  United  States  income  tax  has  not  succeeded  in  applying  the  dis- 
tinction with  any  great  degree  of  logic  or  even  of  practical  success. 

On  the  one  hand  the  distinction  is  clearly  recognized  in  that  gifts 
and  inheritances  arc  regarded  not  as  income,  but  as  an  acquisition  of  or 
an  addition  to  capital.  The  law  expressly  recognizes  that  these  addi- 
tions to  capital  will  themselves  in  turn  yield  income  which  will  later  be 
subject  to  the  tax.     The  law  is  here  in  harmony  with  economic  principle. 

But  suppose  capital  is  increased,  not  by  sudden  additions,  but  by 
gradual  growth  in  value.  Is  this  increase  income?  Certainly  not,  if  I 
have  stated  correctly  the  true  character  of  income.  This  is  a  question 
upon  which  there  has  been  difference  of  opinion  among  economists.  The 
issue  was  fought  out  ut  a  previous  meeting  of  this  Association  under 
the  general  topic  Are  Savings  Income?^  I  think  it  is  today  safe  to  say 
that  the  weight  of  economic  authority  supports  the  theory  that  mere 
growth  in  value  of  capital  is  not  income.  Capital  does  not  render  ser- 
vice to  its  owner  by  simply  growing  in  size.  Presumably  it  is  now  cap- 
able of  yielding  a  larger  service  than  before,  but  it  is  this  service  which 
is  income,  not  the  increase  in  the  value  of  the  capital.  In  fact,  it  is 
frequently  (though  not  always)  this  very  power  to  yield  larger  income 
which  has  caused  the  capital  to  increase  in  value. 

On  the  whole,  the  lawmakers  have  held  fairly  well  to  this  principle. 
If  land  appreciates  in  value,  the  increase  is  not  taxed  as  income  so  long 
as  the  ownership  of  the  land  does  not  change.  If  a  corporation's  assets 
increase  in  value  or  its  prospects  of  future  earnings  improve,  the  corre- 
sponding rise  in  the  value  of  its  shares  is  not  treated  as  income  to  the 
shareholder  so  long  as  the  ownership  remains  the  same.  This  is  cor- 
rect. But  the  situation  changes  when  capital  assets  are  sold  or  ex- 
changed. In  such  event  the  law  regards  as  income  the  difference  be- 
1  Publications  of  the  American  Economic  Association,  vol.  IX,  No.  1,  April,  1908. 
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tween  the  value  of  the  article  on  the  date  when  sold  or  exchanged  and 
its  cost,  or,  if  acquired  before  March  1,  1913,  its  value  on  that  date. 
So  long  as  the  owner  holds  his  capital  its  growth  in  value  is  generally 
not  regarded  as  income,  but  just  as  soon  as  he  sells  it  or  exchanges  it 
for  other  property,  he  must  render  an  accounting,  and  show  a  gain  or 
loss ;  the  gain,  if  any,  is  income. 

This  position  is  clearly  illogical,  whatever  otherwise  may  be  said  for 
it.  If  growth  of  capital  value  is  not  income  so  long  as  the  capital  is 
not  disposed  of,  on  what  grounds  can  the  increase  in  value  be  regarded 
as  income  simply  because  a  particular  piece  of  capital  is  exchanged  for 
another  of  presumably  the  same  value?  The  transfer  presumably  makes 
no  change  in  the  value  of  the  owner's  capital.  No  service  is  rendered 
to  him  by  his  capital  on  account  of  the  transfer.  To  treat  growth  of 
capital  value  as  income  merely  because  there  is  an  exchange  of  capital 
is  inconsistent.  That  such  treatment  would  be  likely  in  certain  cases  to 
lead  to  great  injustice  is  apparently  recognized  in  the  law  itself,  since 
an  exception  is  made,  applying,  however,  only  to  cases  where  "in  con- 
nection with  the  reorganization,  merger,  or  consolidation  of  a  corpora- 
tion a  person  receives  in  place  of  stock  or  securities  owned  by  him  new 
stock  or  securities  of  no  greater  aggregate  par  or  face  value."  In  such 
cases  the  law  prescribes  that  "no  gain  or  loss  shall  be  deemed  to  occur 
from  the  exchange,  and  the  new  stock  or  securities  received  shall  be 
treated  as  taking  the  place  of  the  stock,  securities,  or  property  ex- 
changed." Aside  from  the  reference  to  "par  or  face  value,"  which  is 
illogical,  this  clause  of  the  law  represents  what  I  regard  as  the  sound 
principle  to  apply  to  all  cases  of  transfer  of  capital  assets.  Why 
should  it  be  limited  to  reorganization,  merger,  and  consolidation  of 
corporations?  The  principle  is  exactly  the  same  in  every  case  where 
securities  are  exchanged  for  other  securities  or,  indeed,  where  capital 
assets  of  any  sort  are  exchanged  for  other  capital  assets.  No  income 
is  derived  on  account  of  the  transfer.  The  presumption  is  that  the 
value  given  is  the  same  as  the  value  received,  and  even  if  a  greater  value 
is  received,  the  result  is  not  income  but  increase  of  capital.  In  this 
case  the  gain  is  of  the  nature  of  a  gift,  and  gifts  are  not  regarded  as 
income  even  in  the  law. 

The  matter  is  perhaps  not  quite  so  clear  in  the  case  of  sales  of  capi- 
tal assets.  Here  the  thing  received  is  not  another  article  of  capital  of 
the  same  sort,  but  money.  Yet  even  here  I  must  confess  my  inability 
to  find  any  logical  justification  for  regarding  the  gain  from  such  sale 
as  income.  The  owner  has  simply  transferred  capital  of  one  form  into 
capital  in  the  form  of  money.  It  cannot  be  said  that  his  capital  has 
yet  rendered  him  a  service.  It  is  quite  possible  that  the  money  will  im- 
mediately be  used  in  the  purchase  of  other  capital  assets  of  the  same 
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general  character  as  those  sold.  In  such  case,  the  owner's  capital  re- 
mains of  the  same  value  as  before,  and  it  has  rendered  him  no  service. 
But,  it  may  be  asked,  have  we  not  accepted  on  practical  grounds  the 
legal  definition  of  income  as  practically  money  receipts?  Should  we 
not  say  that  the  owner's  capital  has  rendered  him  service  by  bringing 
in  money,  and  that  the  money  so  received  is  the  income?  Very  good: 
but  if  so,  it  is  the  entire  money  proceeds  of  the  sale,  not  merely  the 
gain,  which  is  income.  This  would  be  logical,  and  there  is  much  to  be 
said  for  such  a  construction,  if  accompanied  by  the  right  to  offset  money 
expended  in  the  purchase  of  new  capital.  To  be  logical  we  should  either 
regard  the  sale  of  property  for  money  as  yielding  no  income  at  all,  or 
else  we  must  regard  the  entire  proceeds  of  the  sale  as  income.  I  can 
find  no  logical  ground  for  regarding  as  income  merely  that  part  of  the 
money  proceeds  which  represents  a  gain  over  the  cost,  or  the  value  on 
a  certain  date,  of  the  property  sold. 

By  a  somewhat  remarkable  coincidence,  this  view  has  just  received 
support  from  a  decision  of  Judge  Thomas  in  the  United  States  District 
Court  of  Connecticut  in  the  case  of  Brewster  vs.  Walsh.  The  case  in- 
volved this  very  point,  and  the  decision,  rendered  on  December  16,  1920, 
holds  "that  the  appreciation  in  value  of  .  .  .  bonds,  even  though  real- 
ized by  sale,  is  not  income  taxable  as  such."  The  Court  concludes  that 
such  appreciation  is  capital,  not  income,  and  that  a  tax  imposed  upon 
it  is  a  direct  tax  and  would  have  to  be  apportioned  among  the  states 
according  to  population.  This  decision,  if  sustained,  will  of  course 
mean  a  complete  reversal  of  the  situation  in  this  respect.  Its  influence 
in  bringing  our  income  tax  law  back  to  sound  fundamental  principles 
will,  in  my  opinion,  be  second  only  to  that  of  the  decisions  of  the  Su- 
preme Court  in  the  stock  dividend  cases. 

Pending  final  legal  determination  of  this  matter,  it  may  perhaps  be 
a  waste  of  time  to  discuss  a  possible  compromise.  I  should,  however, 
like  to  suggest  that,  in  case  this  decision  should  be  reversed,  the  ex- 
ception which  the  law  now  grants  for  exchange  of  securities  in  connec- 
tion with  mergers,  etc.,  should  be  extended  at  least  to  all  transfers  of 
property  except  where  there  is  an  actual  sale  for  money  or  for  some- 
thing so  nearly  equivalent  to  money  that  it  can  be  turned  into  money 
without  another  sale ;  such  for  instance,  as  a  promissory  note  or  a  book 
credit.  This  I  recognize  is  illogical  and  a  purely  practical  compromise. 
But  it  has  the  advantage  of  removing  the  most  serious  cases  of  injus- 
tice, and  it  would  simplify  greatly  the  administration  problem. 

Of  course  nothing  in  the  foregoing  is  intended  to  interfere  with  the 
present  practice  of  determining  income  of  traders  and  dealers  through 
comparative  inventories  of  stock  in  trade.  There  is  no  reason  why  this 
procedure,  developed  by  accounting  practice  and  fairly  satisfactory  to 
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all  concerned,  should  not  continue.  Difficulty  would  occasionally  arise 
in  distinguishing  a  dealer  from  one  who  was  not  in  the  business  of  buy- 
ing and  selling  goods  or  capital  assets,  but  this  is  a  matter  which  could 
without  doubt  be  taken  care  of  satisfactorily. 

While  our  attention  is  on  the  distinction  between  capital  and  income, 
our  old  friend,  the  stock  dividend,  deserves  at  least  a  passing  word  of 
recognition.  I  have  elsewhere^  tried  to  show  that,  whatever  our  theory 
of  growth  of  capital  value,  the  stock  dividend  cannot  be  included  in  any 
logical  definition  of  income.  It  certainly  constitutes  no  service  ren- 
dered by  capital  to  its  owner.  It  represents  nothing  given  by  the  cor- 
poration to  the  stockholder.  It  consists  simply  in  a  bookkeeping  change 
in  the  liability  of  the  corporation  to  its  stockholders ;  namely,  a  transfer 
from  surplus  to  capital.  This  is  not  income.  But,  it  may  be  argued, 
does  not  the  stock  dividend  represent  a  growth  in  the  value  of  the  capi- 
tal invested  in  the  corporation?  Very  probably  it  does,  but  this 
growth  did  not  take  place  suddenly  when  the  stock  dividend  was  paid. 
The  stock  dividend  did  not  cause  it.  It  had  been  going  on  gradually, 
for  a  longer  or  shorter  period,  and  was  shown  by  the  growth  in  the 
corporation's  surplus.  Growth  of  capital  was  there  already,  before  the 
stock  dividend  was  declared,  and  would  have  been  just  as  much  present 
if  the  stock  dividend  had  never  been  declared.  The  law  must  choose 
one  or  the  other  definition.  If  it  chose  to  define  growth  of  capital  as  in- 
come, it  then  need  pay  no  attention  to  the  stock  dividend,  but  must  peri- 
odically ascertain  in  every  case  the  actual  growth  in  the  value  of  the 
capital,  whether  stock  dividends  have  been  declared  or  not.  If,  on  the 
other  hand,  the  law  supports  the  economic  principle  that  growth  of  capi- 
tal is  not  income,  there  is  no  longer  even  the  superficial  justification  for 
regarding  the  stock  dividend  as  income.  Fortunately  this  matter  has 
been  definitely  settled  by  decisions  of  the  United  States  Supreme  Court, 
in  a  way  which  agrees  I  think  not  only  with  economic  principle,  but  also 
with  the  underlying  theory  of  our  income  tax  law  itself. 

I  recognize  that  there  may  be  a  perfectly  reasonable  feeling  that 
growth  of  capital  ought  to  be  taxed.  But  this  is  an  entirely  separate 
question  from  whether  growth  of  capital  should  be  treated  as  income. 
The  fact  that  inheritances  are  not  subject  to  the  income  tax  does  not 
mean  that  we  cannot  tax  inheritances.  If  growth  of  capital  assets  is  a 
proper  subject  for  taxation,  there  should  be  a  separate  tax  for  that 
purpose.  Such  taxes  have  already  been  developed  in  various  countries : 
for  example,  Germany's  Zuwachssteuer,  which  before  the  war  had  made 
considerable  progress.  Of  course,  the  fact  is  that  such  a  tax  would  un- 
doubtedly be  considered  a  direct  tax  in  this  country  and  would  so  run 

^Bulletin  of  the  National  Tax  Association,  April,  1918,  p.  161;  June  1918,  p.  240; 
April,  1920,  p.  208. 
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counter  to  the  constitutional  requirement  of  apportionment  among  the 
states  according  to  population.  This  is  a  legal  rather  than  an  eco- 
nomic obstacle,  and  in  my  opinion  does  not  justify  a  strained  definition 
of  income  in  order  to  evade  the  constitutional  limitation  upon  direct 
taxation.  The  proper  remedy  is  a  constitutional  amendment.  States 
and  municipalities  of  course  are  subject  to  no  such  restriction. 

The  most  fundamental  thing  about  the  income  tax  is  its  personal 
character.  If  this  tax  is  to  serve  as  the  foundation  of  our  revenue  sys- 
tem, it  is  essential  that  it  be  kept  a  strictly  personal  tax.  The  great 
advantage  of  the  income  tax  is  that  it,  more  than  any  other  tax,  may 
be  relied  on  to  distribute  the  burden  of  government  among  the  citizens 
in  proportion  to  their  ability  to  pay.  No  other  tax  does  this  so  well. 
But  this  result  can  be  achieved  only  so  long  as  the  personal  character 
of  the  income  tax  is  maintained.  The  practical  problem  for  us  here  is 
the  relation  between  the  individual  income  tax  and  the  taxes  upon  cor- 
porations. In  the  early  days  of  American  taxation,  when  the  corpora- 
tion was  just  coming  into  prominence,  it  was  assumed  that  corporations 
should  be  taxed  exactly  like  natural  persons,  under  the  same  laws  and 
in  the  same  manner.  Corporations  were  simply  so  many  additional 
persons,  to  be  taxed  under  existing  laws.  In  the  course  of  time,  and  a 
longer  time  than  now  seems  reasonable,  it  was  discovered  that  taxing 
corporations  by  the  same  methods  as  individuals  and  in  addition  to  in- 
dividuals was  leading  to  unjust  double  taxation.  The  corporation  paid 
taxes  on  all  its  property.  The  stockholder  was  taxed  on  his  ahares. 
Gradually  the  injustice  of  this  was  realized,  and  the  next  step  was  to 
tax  the  corporation,  not  in  addition  to,  but  in  lieu  of,  the  individuals 
who  owned  its  shares.  This  arrangement  had  the  appearance  of  justice 
and  simplicity.  Instead  of  taxing  each  individual  shareholder  on  the 
value  of  his  shares  (representing  ownership  in  the  corporation's  assets), 
why  not  tax  the  corporation  once  for  all  on  all  its  property  and  exempt 
its  shares  in  the  hands  of  the  stockholders?  This  was,  indeed,  a  real 
forward  step  in  the  administration  of  the  general  property  tax.  There 
were,  it  is  true,  interstate  complications,  and  the  matter  of  bonds  and 
notes  was  never  satisfactorily  cared  for.  But  double  taxation  was 
avoided,  or  at  any  rate  reduced,  and  a  long  stride  toward  administra- 
tive certainty  was  taken. 

This  experience  with  the  general  property  tax,  reinforced  by  the 
example  of  Great  Britain's  long  and  successful  use  of  the  principle  of 
stoppage  at  the  source,  has  doubtless  been  responsible  for  the  notion 
that  the  same  relation  between  the  corporation  and  the  individual  could 
be  carried  over  into  the  income  tax.  But  this  is  a  mistake.  The  only 
kind  of  income  tax  to  which  this  arrangement  could  be  successfully  ap- 
plied is  one  in  which  there  is  neither  personal  exemption  nor  progressive 
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rates.  This  is  a  topic  which  I  have  already  discussed  in  an  article  just 
published  in  the  American  Economic  Review  for  December.^  Desiring 
to  avoid  vain  repetitions,  let  me  simply  state  that  in  that  article  I  have 
undertaken  to  show  that  under  an  income  tax  having  personal  exemp- 
tions and  progressive  rates  (like  our  own  and  practically  every  other 
modem  income  tax),  it  is  impossible  to  tax  corporate  incomes  in  lieu 
of  the  tax  upon  the  incomes  of  their  shareholders,  without  doing  serious 
injustice  to  many  stockholders.  Yet  to  a  very  considerable  extent  this 
is  exactly  what  our  law  does.  Corporations  pay  a  10  per  cent  tax 
upon  their  net  income  (less  excess  profits  taxes  and  other  credits). 
Stockholders  are  not  taxed  upon  dividends  so  far  as  the  normal  tax  is 
concerned. 

The  result  is  (1)  that  many  stockholders  are  taxed,  through  the  cor- 
poration, upon  income  which,  on  account  of  the  personal  exemptions 
and  credits  for  dependents,  would  be  tax-free  if  the  tax  were  imposed 
upon  the  recipients  of  dividends  instead  of  upon  corporate  income ;  and 
(2)  much  income  is  taxed,  through  the  corporation,  at  the  rate  of  10 
per  cent,  which,  if  taxed  to  the  individuals  in  the  form  of  dividends, 
would  pay  only  the  lower  normal  rate  of  4  per  cent.  This  is  a  violation 
of  the  spirit  of  the  income  tax  law.  It  is  not  excused,  but  made  more 
flagrant,  by  the  fact  that  it  does  not  affect  all  stockholders.  Many 
stockholders  have  incomes  from  sources  other  than  dividends  sufficient 
to  allow  them  the  advantage  of  their  statutory  credits  and  of  the  lower 
normal  rate  on  the  next  $4000  of  net  income.  To  such  persons  the  law 
works  no  hardship.  These  are  the  wealthy  and  the  well-to-do.  But  to 
those  whose  other  income  is  not  so  great  there  is  denied  the  advantage 
of  the  credits  and  the  low  normal  rate  to  which  the  spirit  of  the  law 
entitles  them.  These  are  the  widows  and  orphans,  the  aged,  and  those 
on  the  lower  rungs  of  the  economic  ladder. 

Since  the  publication  of  the  article  referred  to,  I  have  tried  to  make 
some  estimate  of  the  extent  of  this  injustice.  First,  as  to  denial  of  the 
personal  exemptions  and  credits  for  dependents.  Every  person  who 
receives  any  income  in  the  form  of  dividends,  and  who  does  not  receive 
net  income  from  other  sources  equal  to  the  total  credits  for  personal 
exemption  and  for  dependents  to  which  he  is  entitled,  is  denied  the 
benefit  of  the  whole  or  a  part  of  such  credits. 

There  is  no  way  of  calculating  the  amount  of  the  injustice  thus  done 
through  the  denial  of  statutory  credits.  Every  taxpayer  is  entitled  to 
at  least  a  personal  exemption  of  $1000  or  $2000,  but  there  is  no  in- 
formation available  to  correlate  the  receipt  of  dividends  with  the  amount 
of  income  from  other  sources  to  which  the  exemptions  may  be  applied. 

However,  the  statistics  published  by  the  Commissioner  of  Internal 
3  American  Economic  Review,  Dec,  1920,  pp.  785-99. 
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Revenue  show  that,  in  the  year  1918,  a  million  and  a  half  people  having 
income  of  $1000-$2000  received  $46,000,000  in  dividends.  Another 
million  and  a  half,  with  incomes  of  $2000-$3000  received  $88,000,000 
in  dividends,  while  nearly  a  million  others  having  incomes  of  $3000- 
$5000  received  $202,000,000  in  dividends.  It  is  certain  that  not  all  of 
these  persons  had  income  from  other  sources  out  of  which  to  take  their 
credits,  and  that  some  considerable  part  of  these  $336,000,000  of  divi- 
dends should  not  have  borne  a  tax.  Just  how  much  should  have  been 
exempt  it  is  not  possible  to  say. 

As  to  the  injustice  done  through  denial  of  the  4  per  cent  normal  rate, 
a  more  satisfactory  calculation  can  be  made.  Every  taxpayer  is  en- 
titled to  the  4  per  cent  normal  rate  upon  such  part  of  his  net  income 
in  excess  of  his  credits  for  personal  exemption  and  dependents  and  for 
dividends  as  does  not  exceed  $4000.  The  spirit  of  the  law  is  that  the 
first  $4000  of  taxable  net  income  {i.e.,  above  the  credits  for  personal 
exemption  and  dependents)  should  be  taxed  at  the  4  per  cent  normal 
rate.  Dividends  are  assumed  to  have  already  borne  their  share  on  ac- 
count of  the  10  per  cent  tax  paid  by  the  corporation  upon  its  net  in- 
come. If,  in  lieu  of  the  corporation  income  tax,  dividends  were  in- 
cluded in  the  taxable  incomes  of  individuals  (for  normal  tax  as  well 
as  surtaxes),  the  4  per  cent  normal  rate  would  naturally  apply  to  the 
first  $4000  of  net  income  above  the  credits  for  personal  exemption  and 
dependents.  Today  every  person  who  receives  any  income  in  the  form 
of  dividends,  and  whose  net  income  from  other  sources  does  not  exceed 
his  credits  for  personal  exemption  and  dependents  by  at  least  $4000  is 
denied  the  benefit,  in  whole  or  in  part,  of  the  low  normal  rate  on  the 
first  $4000  of  taxable  net  income. 

The  statistics  published  by  the  Commissioner  of  Internal  Revenue 
show  the  number  of  taxpayers  making  returns  of  incomes  from  $1000 
to  $5000.  Now  since  each  of  these  persons  was  entitled  to  at  least  the 
personal  exemption  of  $1000,  none  of  these  persons  could  have  had 
taxable  income  of  more  than  $4000,  and  it  is  obvious  that,  under  the 
spirit  of  the  law  the  entire  taxable  income  of  these  persons  should 
have  paid  only  the  4  per  cent  normal  rate.  These  persons,  in  the  year 
1918,  received  in  dividends  $335,539,672  out  of  their  total  net  income 
of  $9,394,398,417.  Their  income  from  dividends  was  3.6  per  cent  of 
their  total  net  income.  These  dividends  were  paid  out  of  corporate  net 
income  taxed  at  10  per  cent.  The  tax  paid  by  the  corporations  with 
respect  to  these  dividends  was  $37,282,186.  If  the  corporations  had 
not  been  taxed  on  their  income  and  the  dividends  (not  reduced  by  the 
income  tax  on  the  corporations)  had  been  taxable  to  the  individuals, 
the  tax  would  have  been  not  more  than  $14,912,874  (4  per  cent  of 
$372,821,858).    Actually  it  would  have  been  considerably  less,  on  ac- 
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count  of  the  credits  of  those  whose  income  from  other  sources  was  not 
equal  to  the  credits  to  which  they  were  entitled.  But  disregarding  en- 
tirely the  matter  of  credits,  we  note  a  difference  of  $22,369,312. 

This  represents  the  minimum  figure  of  the  amount  of  the  injustice 
done  through  denial  of  the  4  per  cent  normal  rate.  It  is  not,  perhaps, 
in  the  tax  language  to  wliich  we  are  becoming  accustomed,  a  large 
amount.  Still  even  the  sum  of  $22,000,000,  wrongly  taken,  is  not  to  be 
lightly  brushed  aside,  particularly  when  it  is  remembered  that  it  falls 
upon  the  class  of  taxpayers  least  able  to  bear  it.  These  $22,000,000 
were  taken  from  a  class  of  taxpayers  numbering  3,946,152.  But  it  must 
not  be  hastily  assumed  that  the  average  of  less  than  six  dollars  ($5.67) 
represents  the  average  of  the  injustice  done.  The  amount  thus  un- 
fairly taken  from  this  class  of  taxpayers  was  not,  of  course,  pro-rated 
among  them.  Very  many,  probably  the  great  majority,  of  these  per- 
sons had  no  income  from  dividends.  The  injustice  was  done,  therefore 
to  a  much  smaller  number  of  persons  than  3,946,152,  and  the  average 
thus  taken  must  have  been  a  distinctly  material  sum,  while  the  injustice 
done  in  individual  cases  of  persons  living  on  small  incomes  wholly  or 
mainly  in  the  form  of  dividends  was  really  serious  and,  I  believe,  in- 
defensible. 

The  foregoing  calculation  has  been  confined  to  the  taxpayers  having 
incomes  not  in  excess  of  .$5000.  The  injustice  is  by  no  means  so  con- 
fined. For  example,  319,356  persons  in  the  $5,Oob-$10,000  class  re- 
ceived, in  1918,  $326,000,000  in  dividends,  being  13  per  cent  of  their 
income.  ]\Iany  of  these  persons  were  undoubtedly  denied  a  part  of  the 
advantage  of  the  4  per  cent  normal  rate  on  the  first  $4000  of  income 
above  the  statutory  credits.  It  is  not  possible  to  calculate  the  amount 
of  this  injustice.  But  it  is  safe  to  say  that  the  injustice  done  here 
must  add  very  materially  to  that  which  has  been  calculated  for  the 
lower  income  classes.  The  aggregate  result  is  too  serious  a  matter  to 
be  regarded  lightly. 

The  remedy  is  perfectly  simple :  give  up  the  income  tax  on  corpora- 
tions and  include  dividends  in  the  incomes  of  individuals  for  the  normal 
tax  as  well  as  the  surtaxes.  This  does  away  entirely  with  the  injustice. 
It  assures  to  each  individual  the  credits  to  which  he  is  entitled  and  the 
advantage  of  the  lower  normal  rate  so  far  as  he  is  entitled  to  it. 

This  proposition  has  other  advantages.  May  I  quote  the  following 
paragraph  from  my  article  in  the  December  Review  : 

This  proposition  has  many  other  advantages,  of  which  space  permits  only 
the  mention.  It  makes  the  income  tax  a  strictly  personal  tax.  It  does  away 
with  the  false  idea  of  tax-free  investments.  The  taxpayer  knows  he  is 
taxed.  This  is  good  for  the  taxpayer.  It  is  also  good  for  the  state  of  public 
opinion,  since  it  removes  the  public  irritation  caused  by  the  spectacle  of 
large  classes  of  income  exempt  (supposedly)  from  taxation.     It  brings  home 
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to  the  individual  his  direct  interest  in  economy  of  government  expenditure 
and  his  responsibility  for  the  conduct  of  government  finances.  The  same 
arguments  apply,  of  course,  to  the  taxation  of  interest  on  bonds.  The  mis- 
takes already  made  as  to  the  tax-free  covenant  should  be  avoided  in  future. 
Again  this  change  would  make  corporate  stocks  a  more  attractive  invest- 
ment for  persons  of  modest  incomes  and  for  estates  and  trusts  held  in  the 
interest  of  such  persons.  Relief  from  the  income  tax  would  ultimately  en- 
able corporations  to  pay  higher  dividends,  which  in  the  hands  of  the  stock- 
holder would  enjoy  the  benefit  of  the  personal  exemption. 

It  is  not  the  purpose  of  this  essay  to  examine  current  plans  for  a 
general  overhauling  of  the  federal  revenue  system.  But  it  is  necessary 
to  recognize  the  fact  that  if  the  excess  profits  tax  should  be  repealed 
(as  now  seems  to  be  quite  commonly  assumed),  the  proposition  to  give 
up  the  corporate  income  tax  would  have  to  be  acconjpanied  by  some  tax 
upon  the  undistributed  income  of  corporations.  Otherwise  owners  of 
incorporated  businesses  would  have  an  unwarranted  advantage  over 
partnerships  and  sole  proprietors,  since  the  latter  are  taxable,  under 
the  individual  income  tax,  upon  all  their  earnings,  whether  distributed 
or  not. 

It  is  true  that  equality  might  be  obtained  in  the  opposite  way:  i.e., 
by  exempting  the  undistributed  income  of  partnerships  and  individuals. 
I  must  confess  to  a  strong  leaning  toward  such  an  arrangement,  on  the 
principle  that  earnings  left  in  the  business  are  really  not  income  and 
should,  in  theory  at  least,  not  be  subject  to  an  income  tax.  This  is  a 
topic  which  I  should  have  liked  to  discuss  in  this  essay  had  time  per- 
mitted. However,  as  a  practical  proposition,  the  exemption  of  undis- 
tributed earnings  of  partnerships  and  individuals  is  not  likely  to  be 
seriously  considered  in  the  forthcoming  tax  revision.  In  case  of  the 
repeal  of  the  excess  profits  tax,  therefore,  the  proposition  to  give  up  the 
corporate  income  tax  must  include  a  tax  upon  the  undistributed  income 
of  corporations. 

The  fundamental  principles  of  such  a  tax  are  developed  in  my  article 
in  the  December  Review  to  which  I  have  already  had  to  refer.  To  sum- 
marize briefly  here: 

The  purpose  of  the  tax  on  corporate  undistributed  income  should  be 
to  equalize  between  corporate  investors  and  partnerships  and  individu- 
als, and  to  prevent  deferring  dividends  for  the  sake  of  avoiding  taxa- 
tion; its  purpose  should  not  be  to  force  distribution  or  to  penalize  the 
putting  of  earnings  back  into  the  business. 

The  rate  of  the  tax  on  undistributed  income  may  be  determined  in 
various  ways.  A  flat  rate  on  all  such  earnings  would  be  the  simplest. 
The  plan  which  I  have  favored  consists  of  a  double  progression,  based 
upon  (1)  the  amount  of  the  corporation's  invested  capital,  and  (2)  the 
ratio  of  undistributed  earnings  to  capital,  the  rates  ranging  from  say, 
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10  per  cent,  the  lowest,  to  a  maximum  of  50  per  cent, 
scheme  of  rates  is  offered  as  a  suggestion: 


The  following 


Ratio  of  undistributed  earnings   to   invested  capital    (%) 

capital                  Over  — 

Not   over   10 

10 
30 

30 
50 

50 

75 

75 

Not    in    excess    of| 

$100,000 10 

Over  $100,000 

and  not  over 

$1,000,000 10 

Over  $1,000,000 

and  not  over 

$10,000,000 10 

Over  $10,000,000...!           10 

15 

20 

25 
30 

20 

30 

40 
50 

25 

40 

50 
50 

30 

50 

50 
50 

In  order  to  avoid  injustice  to  the  small  close  or  family  corporation, 
a  small  fixed  amount  of  undistributed  income,  say  the  first  $5000,  should 
be  taxable  at  a  lower  rate,  i.e.,  the  lowest  or  normal  rate  of  the  indi- 
vidual income  tax.  Or,  as  an  alternative  to  this,  the  law  might  permit 
any  corporation  to  elect  to  be  treated  like  a  partnership.  This  would 
require  simply  the  calculation  of  each  stockholder's  distributive  share 
of  the  corporation's  net  income,  which  share  (whether  distributed  or 
not)  would  then  be  taxed  to  the  stockholder  as  personal  incon)e.  The 
corporation  would  be  untaxed.  This  option,  when  accepted,  would 
give  absolute  equality  between  such  stockholders  and  individuals  and 
partners. 

I  realize  that  objection  will  at  once  be  raised  to  this  scheme  of  pro- 
gressive rates  on  undistributed  income,  on  the  ground  that  it  would  per- 
petuate the  determination  of  "invested  capital,"  generally  considered 
one  of  the  most  troublesome  features  of  the  excss  profits  tax.  May  I, 
in  answer,  quote  again  briefly  from  my  Review  article : 

That  the  legal  determination  of  invested  capital  is  complicated  and  an- 
noying cannot  be  denied.  That  it  should  now  be  given  up  is  not  so  certain. 
The  worst  stage  has  been  passed.  Putting  the  new  device  into  operation, 
in  the  midst  of  the  disturbances  incident  to  war,  was  a  tremendous  task. 
Continuing  its  operation  in  time  of  peace  is  a  matter  of  less  and  steadily 
diminishing  difficulty.  It  is  at  least  open  to  question  whether  the  progress 
already  made  should  now  be  given  up.  If  the  most  equitable  taxation  of 
corporations  should  seem  to  require  the  determination  of  invested  capital, 
it  is  reasonable  to  suggest  that  the  advantage  gained  may  fully  compensate 
for  the  admitted  objections  on  the  administrative  side. 

The  next  few  months  will  almost  certainly  witness  important  changes 
in  the  federal  revenue  system.  It  is  to  be  hoped  that  these  changes  may 
establish  as  the  foundation  of  the  American  revenue  system  an  im- 
proved income  tax,  based  upon  sound  economic  principles  as  regards  the 
nature  of  taxable  income  and  the  essentially  personal  character  of  the 
income  tax. 
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FEDERAL  TAXATION  OF  INCOME  AND  PROFITS— DISCUSSION 

Professor  Robert  Murray  Haig,  of  Columbia  University^  dissented  from 
the  definition  of  income  suggested  in  the  paper  presented  by  Professor 
Fairchild,  on  the  ground  that  it  was  so  narrowly  conceived  as  to  involve 
numerous  serious  economic  anomalies.  He  favored  a  broad  definition  of  in- 
come roughly  equivalent  to  the  accountant's  definition  of  net  profits.  A 
full  statement  of  his  views  may  be  found  in  the  Columbia  University  Lec- 
tures— The  Federal  Income  Tax  (Columbia  University  Press,  1921)  pp. 
1-28. 

H.  M.  Stein. — In  regard  to  the  general  principles  which  have  been  dis- 
cussed by  the  previous  speakers,  I  find  myself  substantially  in  agreement 
with  Professors  Haig  and  Friday.  In  my  judgment,  the  income  tax  should 
be  burdened  not  merely  upon  those  who  receive  income  in  a  technical,  eco- 
nomic sense,  but  in  accordance  with  the  broader  principle  of  ability  to  pay. 
Whether  or  not,  from  an  economic  standpoint,  profit  upon  the  conversion  or 
sale  of  capital  assets  is  income,  the  income  tax  should  attach  if  the  Con- 
gress has  the  power  to  make  the  levy. 

Of  course,  if  the  recent  decision  of  the  Connecticut  Court  is  substantiated 
by  the  Supreme  Court,  the  Congress  (in  the  absence  of  a  constitutional 
amendment)  will  be  without  power  to  tax  capital  gains,  except  in  the  case 
of  traders  in  capital  assets.  It  seems  unlikely,  though,  that  the  highest  court 
will  adojDt  such  a  view,  because  its  last  important  income  tax  decision  (Mac- 
comber  case)  may  be  said  to  indicate  its  views.  The  court  defined  income 
as  the  fruit  of  capital  and  labor,  including  profit  upon  the  sale  of  capital 
assets.  Again,  in  referring  to  the  non-taxability  of  stock  dividends,  it  said 
that  upon  the  sale  of  stock  received  as  a  dividend  a  profit  might  be  realized, 
which  would  be  taxable.  Of  course,  these  statements  were  dicta,  but  it  is 
quite  reasonable  to  suppose  that  the  same  view  will  be  adopted  when  the 
definite  issue  comes  before  the  court. 

In  one  respect  I  am  in  accord  with  the  views  expressed  by  Professor 
Fairchild.  Under  the  recent  rulings  of  the  Treasury  Department,  mere  in- 
corporation by  a  sole  trader  or  by  a  partnership,  without  sale  or  change  of 
beneficial  interest,  is  held  to  produce  taxable  income.  This  is,  perhaps,  a 
rigid  view,  even  under  the  present  law,  but  if  it  is  a  necessary  ruling  the 
law  should  certainly  be  changed.  Where  individuals  receive  for  their  assets 
merely  other  evidences  {i.e.,  stock,  of  substantially  the  same  interest  in  the 
same  assets,  the  law  ought  not  to  regard  the  transaction  as  closed,  or  as 
resulting  in  profit  or  loss. 

There  is  another  provision  relating  to  the  profit  upon  sale  of  capital  as- 
sets which,  in  my  opinion,  should  be  amended.  At  the  present  time,  if  as- 
sets are  sold  or  exchanged,  the  entire  profit  is  taxable  as  income  of  the  year 
in  which  the  sale  takes  place,  at  the  very  high  present  tax  rates,  notwith- 
standing that  the  increase  in  value  (profit)  may  have  accumulated  over  a 
period  of  years.  The  effect  of  this  provision  is  to  hamper  normal  business 
transactions,  since  in  many  prospective  sales  the  question  of  resultant  tax- 
ation is  given  almost  controlling  consideration.  The  law  should  be  amended 
so  as  to  permit  the  profit  to  be  spread  over  the  period  of  years  during  which 
the  property  was  held,  and  the  profit  for  each  year  taxed  at  the  rates  which 
governed  in  that  year.     This  was  done,  under  the  1917  law,  in  respect  to 


Federal  Taxotion  of  Income  and  Profits — Discussion  161 

dividends  paid  out  of  the  earnings  of  then  prior  years.  It  may  be  that  the 
procedure  ^vould  be  cumbersome^  but  it  would  be  much  fairer  to  taxpayers, 
and  would  react  beneficially  upon  business  transactions,  and,  indirectly, 
upon  the  revenue.  It  might  be,  perhaps,  that  in  order  to  save  administra- 
tive problems  a  flat  rate  could  be  imposed  on  such  profits,  depending  upon 
the  number  of  years  the  property  had  been  held.  In  other  words,  the  Con- 
gress might  arrive  at  a  rough  equation  of  the  percentage  of  tax,  in  respect 
to  property  sold  at  a  profit  in  1921,  or  subsequent  years,  attach  one  equated 
surtax  rate  if  it  had  been  held  since  1913  and  another  rate  if  held  since 
1914,  etc. 

Another  important  suggestion  might  be  stressed  at  this  time,  when  amend- 
ments to  the  revenue  law  are  being  considered  generally.  That  is,  the  great 
need  for  a  "net  loss"  provision.  Congress  allowed  the  losses  of  1919,  if 
any,  to  be  applied  against  the  profits  of  1918,  so  as  to  reduce  the  tax  for 
1918;  also  such  losses  could  be  carried  forward,  if  the  1918  profits  did  not 
absorb  them.  Such  a  provision  might  well  be  made  permanent,  but  it  should, 
in  any  event,  be  adopted  for  1920.  It  was  enacted  for  1919  on  the  theory 
that  1918  profits  would  be  unreal  if  in  the  expected  price  decline  of  1919 
losses  were  incurred.  As  we  all  know,  the  decline  did  not  come  in  1919, 
but  did  arrive  in  1920.  As  a  matter  of  justice  to  business,  and  in  order  to 
avoid  having  the  government,  in  many  cases,  collect  in  income  tax  more 
than  the  income  of  the  two  years  together,  the  net  loss  provision  should  be 
retroactively  enacted  for  1920.  In  this  connection,  it  is  somewhat  surprising 
that  corporations  and  business  men,  in  general,  favor  the  abolition  of  the 
excess  profits  tax,  and  in  substitution  therefor  either  higher  corporation  in- 
come taxes  or  an  undistributed  profits  tax.  It  would  seem  that  the  business 
situation  does  not  justify  solidarity  of  this  kind.  Corporations  which  are 
unprofitable,  or  only  moderately  profitable,  might  well  be  in  favor  of  the 
excess  profits  tax,  which  would  burden  more  profitable  enterprises,  rather 
than  consent  to  a  higher  tax  upon  their  own  very  moderate  profits,  or  to  a 
sales  or  turn-over  tax,  whicli  they  might  not  be  able  to  pass  on  to  the  con- 
sumer. 

Professor  Fairchild's  suggestion  as  to  the  injustice  of  denying  to  stock- 
holders with  small  incomes  the  full  benefit  of  the  normal  tax  paid  by  corpo- 
rations upon  net  income  distributed  as  dividends,  raises  an  interesting  prob- 
lem. First  of  all,  the  burden  is  not  upon  the  individual,  but  upon  the  cor- 
poration, since  it  is  the  latter  which  pays  a  normal  tax  upon  income  that 
would  not  be  taxable  or  would  be  taxed  at  a  lower  rate,  if  only  the  ultimate 
recipient  were  obliged  to  account  for  it.  If  a  change  were  made,  such  as 
Professor  Fairchild  advocates,  the  result  would  be  to  affect  seriously  the  re- 
lations of  preferred  and  common  stockholders.  Up  to  the  present  time, 
the  corporation  has  paid  the  normal  tax,  and  dividends  have  been  exempt 
therefrom.  In  connection  with  the  preferred  stock  issues  of  the  last  few 
years,  the  corporations  have  impressed  that  fact  upon  investors,  and  liave 
presumably  received  a  price  for  their  stock  which  reflects  the  value  of  the 
exemption.  If  preferred  dividends  were  now  made  subject  to  normal  tax 
in  the  hands  of  the  holder,  it  would  be  a  benefit  to  the  corporation,  i.e.,  to 
the  common  stockholder  as  residuary  owner,  and  preferred  stocks  would 
presumably  decline  in  value,  perhaps  5  to  10  per  cent.  There  does  not  seem 
to  be  any  justification  for  having  the  government  shift  the  burden  away  from 
those  who  have  agreed  to  assume  it.     There  is  no  question  here  of  the  gov- 
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ernment  raising  revenue.  It  is  merely  a  question  of  whether  the  govern- 
ment shall  continue  a  policy  under  which  A  pays  what  he  has  agreed  to 
pay,  or  shall  change  it  so  that  B  is  obliged  to  take  up  A's  burden.  In  this 
connection  it  should  be  stated  that  when  withholding  against  residents  was 
discontinued,  the  provision  for  withholding  2  per  cent,  in  the  case  of  tax- 
free  covenant  bonds,  was  inserted  in  the  law,  in  order  to  protect  the  con- 
tractual rights  of  bondholders.  Up  to  1916,  the  maximum  normal  rate  had 
been  2  per  cent,  and  Congress  no  doubt  considered  that  practically  all  con- 
tracts made  were  upon  the  understanding  of  a  normal  tax  rate  not  exceed- 
ing 2  per  cent.  Therefore,  when  the  normal  tax  was  raised  and  general 
withholding  abolished,  withholding  at  2  per  cent  on  tax-free  covenant  bonds 
constituted  substantially  adequate  protection  to  the  bondholders.  If  a 
change  were  now  made  in  respect  to  the  normal  tax  on  dividends,  it  would 
seem  that  similar  considerations  should  govern. 

George  O.  May. — I  am  very  glad  of  an  opportunity  of  speaking  here, 
though  I  speak  not  as  an  economist  but  as  an  accountant.  I  have  been 
greatly  interested  in  Professor  Fairchild's  paper,  but  I  find  myself  per- 
haps more  closely  in  agreement  with  the  views  of  Professor  Haig  than  with 
those  of  Professor  Fairchild. 

In  distinguishing  between  capital  and  income  I  think  it  is  very  desirable 
to  deal  separately  with  two  elements  that  may  contribute  to  an  increase  or 
decrease  of  capital  as  expressed  in  terms  of  money.  One  element  is  the  in- 
crease or  decrease  inherent  in  the  nature  of  the  capital  asset  (to  use  the  ac- 
countant's term)  ;  the  other  is  the  fluctuation  in  value  of  the  capital  asset 
due  to  changing  price  levels.  Speaking  as  an  accountant  I  would  say  that 
any  increase  or  decrease  of  capital  due  to  inherent  causes  must  be  taken  into 
account  in  determining  income.  Theoretically  I  should  not  regard  any  in- 
crease or  decrease  in  the  money  value  of  capital  assets,  due  to  a  general  rise 
or  fall  in  price  level,  as  being  in  the  nature  of  income.  It  may  be,  how- 
ever, that  as  a  practical  problem  the  difficulties  of  separating  the  two  may 
make  it  expedient  to  treat  them  on  the  same  basis,  and  in  that  case  I  should 
prefer  to  meet  the  situation  by  extending  the  definition  of  income  to  cover 
both  elements,  rather  than  to  narrow  it  so  as  to  exclude  both.  It  seems  to 
me  that  accepting  the  definition  of  income  as  the  services  of  capital,  the  crea- 
tion of  additional  capital  must  properly  be  regarded  as  such  a  service,  and, 
conversely,  the  exhaustion  of  capital  as  a  corresponding  disservice.  While 
dealing  with  this  point  I  should  like  to  draw  attention  to  the  confusion  of 
thought  which  frequently  arises  in  business  and  accounting  circles,  and  pos- 
sibly in  economic  circles,  from  the  use  of  the  words  "depreciation"  and  "ap- 
preciation" without  regard  to  their  elements.  The  increase  in  the  value  of 
a  reversion  as  its  maturity  approaches,  or  the  decrease  in  the  value  of  an 
annuity  as  its  term  becomes  exhausted,  is  entirely  different  in  its  nature  from 
the  increases  and  the  decreases  in  the  value  of  reversions  and  annuities  re- 
sulting from  changes  in  interest  rates.  Much  unsound  accounting  and  un- 
sound finance  has  been  based  on  a  failure  to  recognize  the  difference,  the 
commonest  case  being  where  unrealized,  unrealizable,  and  perhaps  purely 
temporary  appreciation  of,  say,  land  has  been  treated  as  offsetting  the  de- 
preciation of  physical  plant  resulting  from  the  actual  exhaustion  of  its  use- 
ful life. 

In  regard  to  Professor  Fairchild's  proposal  to  tax  earnings  of  corpora- 
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tions  to  the  individual  stockholders,  as  and  when  dividends  are  declared,  and 
not  to  the  corporations,  I  think  in  theory  there  is  much  to  be  said  for  it.  In 
speaking  of  the  undivided  profits  tax,  Professor  Fairchild  refers  to  it  as 
being  necessary  as  a  practical  proposition,  and  I  think  it  is  as  a  practical 
proposition  that  the  proposal  to  refrain  from  taxing  corporation  profits  as 
such  falls  to  the  ground.  I  might  in  passing  refer  to  the  injustice  which 
Professor  Fairchild  mentions  as  arising  from  the  taxation  at  10  per  cent  of 
corporation  profits  which  accrue  ultimately  to  stockholders  who  should  prop- 
erly be  taxed  at  only  4  per  cent.  This  injustice,  if  it  be  one,  could  be  reme- 
died very  simply,  as  all  that  would  be  necessary  would  be  for  the  stock- 
holder to  return  his  dividends  as  income  and  deduct  from  his  tax  an  amount 
equal  to  the  corporation  income  tax  on  the  amount  of  dividends  included  in 
his  gross  income.  I  was  in  the  Treasury  when  the  present  tax  law  was 
passed  and  I  think  some  at  least  of  those  who  supported  the  bill  regarded 
the  discrimination  of  which  Professor  Fairchild  complains  as  a  step,  a  halt- 
ing step  perhaps,  in  the  direction  of  preferential  treatment  for  earned  in- 
come as  against  invested  income. 

I  was  interested  to  see  what  definite  proposals  Professor  Fairchild  would 
make  in  respect  to  the  undistributed  profits  tax,  and  particularly  how  he 
would  meet,  first,  the  problem  of  assessing  his  tax  so  as  not  to  discourage 
legitimate  retention  of  profits  in  business,  but  to  penalize  retentions  for  the 
purpose  of  avoiding  surtaxes  on  shareholders ;  and,  secondly,  the  difficulty 
of  avoiding  the  same  injustice  to  small  stockholders  of  which  he  complains 
as  resulting  from  taxation  at  10  per  cent  of  corporation  profits  which  ac- 
crue to  a  shareholder  properly  tax  free  or  taxable  only  at  4  per  cent.  I 
found,  however,  that  his  proposals  did  not  meet  either  difficulty:  to  do  so  it 
seems  to  me  that  the  form  of  the  tax  would  have  to  take  into  account  the 
character  of  the  business  and  the  taxable  status  of  the  stockholders.  There 
are  a  great  many  companies  which  have  a  large  part  of  their  investment  in 
the  form  of  wasting  assets,  such  as  mines  or  timberlands,  which  are  in  a 
position  to  distribute  all  their  earnings  in  dividends.  On  the  other  hand, 
a  new  company  building  up  a  new  business  may  require  to  retain  all  its 
profits  in  the  business  in  order  even  to  survive.  In  these  circumstances,  to 
adopt  either  the  amount  already  invested  or  a  percentage  of  the  total  net 
income  or  surplus  as  the  basis  for  exemption  or  graduation  fails  altogether 
to  do  justice. 

The  second  point  is  perhaps  of  even  greater  importance.  In  many  of  the 
great  public  companies,  with  such  a  tax  in  existence,  there  would  be  on  the 
one  side  a  large  body  of  small  stockholders  with  relatively  small  incomes 
whose  interest  would  lie  in  the  distribution  of  profits  and  the  avoidance  of 
the  imdistributed  tax  even  if  it  were  necessary  to  reinvest  the  amounts 
distributed  as  additional  cajDital.  On  the  other  side  would  be  the  stockhold- 
ers subject  to  heavy  surtaxes,  whose  interests  would  be  best  served  by  the 
retention  of  the  profits  in  the  business  even  at  the  cost  of  the  undistributed 
profits  tax.  There  would  thus  be  a  direct  conflict  of  interests  between  the 
different  classes  of  stockholders.  As  a  general  rule  the  large  stockholders 
would  be  those  principally  represented  in  the  board  of  directors,  and  the 
probabilities  are  that  the  small  stockholders  would  suffer  in  many  cases 
for  the  benefit  of  the  large  stockholders. 

I  might  mention  one  other  point  in  connection  with  an  undistributed 
profits  tax.     The  methods  which  determine  taxable  net  income  are  not  nee- 
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essarily  those  which  determine  the  income  which  a  company  can  properly 
and  legally  distribute  as  dividends.  You  cannot  measure  taxable  undivided 
profits  by  comparing  taxable  net  income  with  dividends  paid,  without  doing 
grave  injustice  in  many  cases,  though  the  acceptance  of  the  "cost  or  market" 
rule  for  valuation  of  inventories  has  greatly  reduced  the  number  of  such 
cases.  Consequently  the  adoption  of  the  undistributed  tax  would  involve 
new  complexities  in  returns  and  administration  or,  as  an  alternative,  new 
injustice. 

It  may  be  that  an  undivided  profits  tax  is  inevitable  and  that  it  would  do 
less  injury  than  the  alternatives  which  might  be  suggested  as  substitutes 
for  it,  but  I  think  we  must  realize  that  it  is  impossible  to  apply  it  without 
producing  serious  inequities  and  other  highly  undesirable  consequences. 

John  Whyte. — Independently  of  Professor  Fairchild,  the  Committee  on 
Federal  Taxation  of  the  National  Association  of  Credit  Men  has  come  to 
very  similar  conclusions.  This  Committee  advocates  the  elimination  of  the 
Excess  Profits  Tax  and  the  elimination  of  the  Corporation  Income  Tax.  It 
proposes  then  that  dividends  from  current  earnings  of  corporations  be  sub- 
ject to  the  normal  tax  in  the  hands  of  the  individual.  It  proposes,  further, 
a  tax  on  the  current  year's  earnings  of  corporations,  not  distributed, — this 
tax  to  be  at  a  graduated  rate.  These  proposals  are  identical  with  those 
made  by  Professor  Fairchild. 

The  Committee  diverges  from  Professor  Fairchild's  recommendations  in 
that  it  discards  entirely  the  valuation  of  assets  as  a  method  of  basing  the  tax 
on  undistributed  corporate  earnings.  The  reason  for  rejecting  this  method 
of  basing  and  applying  the  tax  is  to  be  found  in  the  difficulty  of  defining 
and  determining  invested  capital. 

The  purpose  of  this  tax  on  undistributed  earnings  is  to  achieve  equaliza- 
tion.    The  tax  is  to  be  so  framed  as  to  have  the  following  result: 

The  tax  on  the  undistributed  earnings  of  a  corporation  plus  the  tax  on 
distributed  earnings  of  a  corporation  (this  last  tax  to  be  paid  by  individual 
shareholders)  should  approximate  the  total  tax  that  would  be  paid  by  in- 
dividual shareholders  if  the  earnings  of  the  corporation  were  all  distributed. 

To  achieve  this  approximation  a  graduated  rate  must  be  used.  The  reason 
for  this  graduated  rate  is,  of  course,  the  fact  that  individual  shareholders 
pay  taxes  under  the  progressive  income  tax  and  pay,  therefore,  at  a  gradu- 
ated rate.  If,  for  example,  a  large  percentage  of  the  earnings  of  a  corpo- 
ration are  distributed,  these  earnings  will  be  subject  to  a  relatively  higher 
rate  of  tax  under  the  progressive  income  tax  than  would  a  smaller  distri- 
bution of  the  earnings  of  the  same  corporation.  As  a  general  rule,  the 
greater  the  distribution  the  higher  will  be  the  rates  to  which  that  distribution 
(in  the  hands  of  the  individual  shareholders)  is  subject  under  the  progres- 
sive income  tax.  To  compensate  for  the  relatively  high  rates  that  apply  on 
a  large  percentage  of  distributed  earnings,  the  rate  on  the  small  percentage 
of  undistributed  earnings  should  be  low.  If,  on  the  contrary,  the  percentage 
of  distributed  earnings  is  low  and  thus  presumably  subject  to  lower  brackets 
under  the  individual  income  tax,  the  rate  on  the  large  percentage  of  undis- 
tributed earnings  should  be  compensatingly  higher.  The  following  formula 
may  express  the  situation  more  clearly: 

Tax  on  distributed  earnings  of  corporation  plus  tax  on  undistributed  earn- 
ings equals  roughly  the  tax  on  total  distributed  earnings  of  same  corporation. 
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I  quote  here  from  the  Report  of  the  Committee: 

A  Tax  ox  Uxdisthibuted  Eahxixgs  Based  of  the  Percextage  Uxdisthibuted 

The  Committee  feels,  giving  weight  to  both  the  considerations  of  equity  and  sim- 
plicity, that  the  most  desirable  factor  on  which  to  base  this  undistributed  earnings 
tax  would  be  the  percentage  of  the  total  current  net  income  which  remains  undis- 
tributed, and  considers  this  factor  as  being  of  the  greatest  importance  in  seeking 
equality  as  between  different  individuals  who  prosper  equally. 

To  illustrate,  taking  the  case  of  an  individual  who  has  a  840,000  share  in  the 
current  income  of  a  corporation.  If  the  corporation  were  to  distribute  25  per  cent 
of  its  current  net  income  in  dividends,  this  individual  would  pay  an  individual  in- 
come tax  on  $10,000.  If  the  corporation  were  to  distribute  75  per  cent  of  its  net 
income,  this  shareholder  would  pay  individual  income  tax  on  $30,000,  and  on  the 
difference  of  $20,000  received  under  the  last  example  he  would  be  paying  a  gradu- 
ally increasing  rate. 

The  tax  on  undistributed  earnings  is  recommended  for  the  purpose  of  equalizing, 
as  far  as  possible,  the  tax  borne  by  this  man  when  the  corporation  distributes  but 
25  per  cent,  and  pays  on  his  behalf  taxes  on  the  75  per  cent  remaining.  It  is  ob- 
vious, since  the  individual  would  pay  at  a  gradually  increasing  rate,  if  he  pays  his 
own  taxes,  that  when  the  corj)oration  pays  his  tax  for  him  (by  paying  a  tax  on  earn- 
ings undistributed  to  him)  the  rates  .should  be  .such  as  to  be  in  a  measure  com- 
parable. The  rates  should  aim  to  produce  the  proper  revenue  but  not  at  a  sacrifice 
of  substantial  equality. 

The  recommendation  therefore  is  that  the  application  of  the  undistributed  earn- 
ings tax  be  based  on  the  jjcrcentage  of  the  total  net  income  which  remains  undis- 
tributed and  therefore  free  from  income  tax  in  the  hands  of  the  individual. 

Rates 

This  tax  on  undistributed  earnings,  being  in  lieu  of  taxes  which  would  be  paid 
on  similar  income  by  an  individual  receiving  such  income  from  a  source  other  than 
corporate  investment,  should  in  its  lowest  bracket  be  equal  to  the  lowest  bracket  of 
the  individual  income  tax  (4  per  cent  under  the  present  law).  The  fixing  of  its 
highest  bracket  should  be  governed  by  two  considerations:  (1)  the  greatest  measure 
of  equity  to  the  shareholders  as  compared  with  other  individuals;  and  (3)  produc- 
tivity from  a  revenue  standpoint. 

The  Secretary  of  the  Treasury,  the  Honorable  David  F.  Houston,  in  his  annual 
report  dated  Nov.  30,  1920,  sug'gests  that  the  rates  of  surtax  on  that  part  of  the 
net  income  which  is  saved  and  reinvested  in  business  be  reduced  by  one-fifth  and 
in  no  instance  exceed  20  per  cent. 

The  recommendation  heretofore  made  provides  that  the  indiWdual  shareholder 
should  pay  his  own  normal  tax.  Should  that  be  enacted  into  law,  it  would  mean  that 
the  maximum  rate  of  this  proposed  undistributed  earnings  tax  would  be  28  per  cent; 
namely,  the  equalizing  8  per  cent  normal  tax,  plus  20  per  cent  maximum  surtax 
which  would  be  the  tax  maximum  paid  by  the  individual  if  the  earnings  were  dis- 
tributed to  him  and  reinvested  in  securities  the  income  of  which  is  subject  to  tax 
Therefore,  we  give  for  purposes  of  illustration,  a  tentative  basis  on  which  we  may 
erect  a  schedule  of  rates.  The  making  of  rates,  however,  being  a  function  of  Con- 
gress, this  Committee  does  not  presume  to  suggest  what  the  rates  should  be,  but 
above  they  have  endeavored  to  set  out  the  best  thought  on  the  subject  and  the  fol- 
lowing tabulation  is  submitted  for  the  sole  purpose  of  illustrating  the  manner  in 
which  whatever  rates  might  be  determined  on  would  be  applied. 

With  the  foregoing  in  mind,  the  rates  might,  for  example,  be  as  in  the  following 
table.  For  the  sake  of  simplicity  in  figures,  the  example  is  based  on  a  corporation 
with  a  net  income  of  $100,000,  making  no  distribution.  The  undistributed  earnings 
tax  in  this  case  would  be  as  follows: 


On  the  first  10%  of  the  total 
net  income  which  remains  un- 
distributed     

On  the  next  lO^o 

On  the  next  10% 

On  the  next  10% 

On  the  next  10% 

On  the  next  10% 

All  over  60% 


$10,000 
10,000 
10,000 
10,000 
10,000 
10,000 
40,000 


Tax 

Rate 


Amount  of 
Tax 


Cumulative 
Total 


4% 

8% 
12% 
16% 
20% 

24% 

28% 


^00.00 

800.00 

1,200.00 

1,600.00 

2,000.00 

2,400.00 

11,200.00 


$400.00 
1,200.00 
2,400.00 
4,000.00 
6,000.00 
8,400.00 
19,600.00 
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The  rates  might  be  subjected  to  either  more  or  less  graduation  than  shown  above, 
as  the  graduations  above  were  made  few  and  simple  for  the  purpose  of  clarity. 
Also,  the  point  at  which  the  maximum  rate  is  made  to  apply  might  be  shifted  either 
up  or  down  as  necessities  seemed  to  warrant. 

The  Undistributed  Earnings  Tax  Will  Not  Fobce  Undue  Distribution 

The  only  argument  which  has  been  brought  forward  against  the  tax  on  undis- 
tributed earnings  is  that  it  would  force  distribution  to  shareholders  of  earnings 
which  were  needed  in  the  business,  this  distribution  being  forced  to  avoid  payment 
of  the  undistributed  earnings  tax  by  the  corporation.  This  argument  is  fallacious 
for  the  following  reasons: 

Corporations  are  managed  by  boards  of  directors,  which  control  payment  of  divi- 
dends by  the  corporation.  The  personnel  of  boards  of  directors  is  almost  invariably 
made  up  of  the  principal  owners  or  their  representatives. 

If  the  above  mentioned  argument  Mere  sound,  we  should  have  to  conclude  that  a 
board  of  directors  would  pay  themselves  dividends  on  which  they  would  be  obliged 
to  pay  a  personal  income  tax  in  order  to  avoid  bearing  their  share  of  a  comparable 
tax  assessed  against  the  corporation,  and  that  they  would  pay  themselves  these 
dividends  and  in  so  doing  undermine  the  security  of  their  investment  in  the  corpo- 
ration. 

It  does  not  seem  to  this  Committee  that  any  such  accusation  of  intellectual  weak- 
ness is  justified  against  the  owners  of  the  corporations  of  the  country. 

It  seems  to  the  Committee  that  those  corporations  which  are  well  managed  and 
which  are  earning  income,  and  therefore  are  the  ones  to  which  this  tax  would  apply, 
are  competent  to  manage  their  afifairs,  and  will  not  undermine  the  security  of  their 
investment  for  the  purpose  of  exempting  the  corporation  from  tax  and  according 
themselves  the  privilege  of  paying  a  comparable  tax  on  such  income. 

Such  a  tax  would  not  in  any  way  restrict  expansion  commensurate  with  the  legiti- 
mate requirements  of  the  business,  although  it  might  act  as  a  deterrent  to  any 
abnormal  expansion  which  the  Committee  believes  should  be  financed  through  new 
securities,  thus  obtaining  the  consent  of  all  the   shareholders  to  the  program. 

The  Secretary  of  the  Treasury  in  his  report  just  recently  issued,  has  suggested 
an  additional  tax  of  6  per  cent  on  corporate  incomes. 

Your  committee  believes  that  there  is  no  sound  reason  why  there  should  be  any 
tax  paid  by  corporations  on  the  income  which  they  distribute.  Many  eminent  legal 
minds,  including  the  members  of  the  Supreme  Court  of  the  United  States,  have 
stated  that  a  corporation  is  merely  an  aggregation  of  individuals;  and  your  Com- 
mittee, believing  as  it  does  in  the  principles  of  taxation  of  income  on  the  basis  of 
ability  to  pay,  and  believing  that  every  individual  of  the  country  should  be  per- 
mitted to  pay  his  own  tax,  can  see  no  reason  why  any  tax  should  be  paid  by  the 
corporation  against  that  part  of  the  income  which  is  distributed  to  the  shareholder 
and  therefore  can  be  equitably  taxed  in  his  possession.  Any  flat  tax  on  corporations 
deprives  the  small  shareholder  not  only  of  the  personal  exemption  the  law  accords 
him,  but  also  deprives  him  of  the  benefit  of  the  lower  rate  on  the  first  $4000  over 
his  exemption. 

It  seems  to  your  Committee  that  there  is  no  reason  why  a  corporation  as  such 
should  pay  any  federal  tax  which  is  not  in  like  manner  assessed  against  a  partner- 
ship or  an  individual  conducting  an  identical  institution. 

The  present  tax  law  is  collecting  in  the  neighborhood  of  $100,000,000  from  the 
corporations  of  the  country  under  the  capital  stock  tax  for  the  privilege  of  doing 
business  in  corporate  form.  If  the  federal  government  is  to  levy  any  tax  on  the 
privilege  of  doing  business  in  corporate  form,  then  it  would  seem  that  such  a  tax  as 
the  capital  stock  is  the  fairest   measure  possible  under  the  Constitution. 

The  corporation  income  tax  has  been  generally  considered  as  paid  in  behalf  of 
the  shareholders  in  lieu  of  tlio  normal  tax,  and  dividends  have  accordingly  been 
made  exempt  from  the  normal  tax.  Under  this  plan,  the  corporation  income  tax 
and  the  individual  normal  tax  should  be  at  the  same  rate. 

The  recent  report  of  the  Secretary  of  the  Treasury  suggests  a  still  wider  spread 
between  the  flat  individual  normal  rate  and  the  corporation  income  tax  rate.  If  this 
extra  rate  on  corporate  income  is  designed  to  be  a  tax  on  the  privilege  of  doing 
business  in  corporate  form,  it  is  fundamentally  wrong.  At  first  glance  it  seems 
to  be  founded  with  only  one  idea  in  mind:  to  get  the  money. 

Any  tax  on  the  total  net  income  of  corporations  designed  to  equalize  the  taxes 
paid  by  partners  or  sole  traders  on  the  undistrii)utcd  earnings  of  their  business 
should  not  be  considered  for  tlie  reasons  that  we  have  pointed  out  elsewhere. 
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The  Advantages  of  the  Ukdietributed  Eaenixg3  Tax 

In  so  far  as  it  is  practicable  the  undistributed  earnings  tax  will  equalize  taxation. 

1.  It  will  thus  be  closed  to  the  serious  objection  which  is  directed  against  the  ex- 
cess profits  tax  and  may  be  directed  against  some  of  the  substitutes  proposed  for  it. 

2.  Since  it  is  an  extension  of  the  income  tax  principle,  it  does  not  require  the 
setting  up  of  new  tax  machinery. 

3.  It  combines  with  the  income  tax  tiexibility  of  rate. 

4.  By  removing  the  penalty  that  rests  on  small  shareholders,  it  will  encourage  the 
investment  on  the  part  of  larger  groups  in  shares  of  corporations  and  thus  contribute 
to  the  financial  and  economic  stability  of  the  country. 

Professor  Fairchild. — The  discussion  this  morning  has  brought  out  one 
conflict  of  opinion  which  is  fundamental.  This  has  to  do  with  the  theoreti- 
cal definition  of  income  and  the  distinction  between  income  and  capital.  It 
was  not  my  intention  in  this  paper  to  bring  up  again  any  lengthy  discussion 
of  this  old  question.  As  I  have  already  stated,  this  is  a  point  upon  which 
there  has  been  diflerence  of  opinion  among  economists,  and  although  the 
matter  was  discussed  at  length  at  the  annual  meeting  of  this  Association  in 
1908,  it  is  not  surprising  to  find  that  difference  still  persists.  I  was  not 
myself  present  at  that  meeting,  but  my  reading  of  the  Proceedings  has  led 
me  to  the  impression  that  the  advocates  of  the  definition  of  income  which 
I  have  used  this  morning  had  decidedly  the  better  of  the  argument,  and  I 
am  still  of  that  opinion.  Tor  the  purpose  of  the  problem  before  us  today 
we  must  simply  recognize  that  a  difference  of  opinion  exists  among  econo- 
mists as  to  the  theoretical  definition  of  income. 

Now  when  we  come  to  the  practical  problem  before  us  this  morning — 
namely,  how  to  carry  over  into  the  field  of  the  income  tax  our  economic  con- 
cept of  income,  it  sliould  of  course  be  obvious  to  everyone  that  no  theoreti- 
cal concept  can  be  applied  exactly  without  numerous  inconsistencies  and 
difiiculties  necessitating  as  a  practical  matter  many  qualifications  and  ad- 
justments. This  result  will  come  no  matter  what  theoretical  definition  we 
take  as  the  starting  point.  That  definition  will  be  most  useful  in  the  prac- 
tical problem  which  in  the  long  run  causes  the  least  of  such  difficulties  and 
necessitates  the  fewest  adjustments.  P'rom  this  standpoint  I  am  decidedly 
of  the  opinion  that  the  definition  of  income  which  I  have  used  has  the 
advantage  over  that  definition  whicli  would  include  increases  in  capital 
value  as  income. 

Professor  Haig  in  particular  has  pointed  out  difficulties  which  would 
follow  the  application  of  my  definition.  In  this  he  has  been  generous.  He 
might  easily  have  added  to  his  list.  In  my  study  of  this  matter  the  diffi- 
culties which  he  mentions  and  many  others  have  been  foreseen.  They  may 
generally  be  overcome  without  meeting  any  insuperable  obstacle.  But  sup- 
pose we  turn  to  the  definition  which  he  proposes.  We  are  then  immediately 
confronted  with  an  overwhelming  swarm  of  difficulties,  to  a  very  few  of 
which  I  should  like  to  call  attention. 

1.  Gifts  and  inheritances  should  logically  be  included  in  income,  with 
practical  results  which  are  not  pleasing  to  contemplate. 

2.  Capital  frequently  increases  in  value  merely  on  account  of  the  de- 
preciation of  the  currency  standard.  To  consider  such  increase  as  income 
is  fundamentally  unjust  and,  in  extreme  cases,  ruinous.  Complaints  and 
petitions  for  relief  have  come  in  great  volume  from  the  business  world 
on    account    of    the    injustice    done    by    counting    as    income    appreciation 
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in  value  of  assets  even  in  cases  of  annual  inventories,  where  the  matter 
is  far  less  serious  than  when  it  has  to  do  with  revaluing  permanent  capi- 
tal assets.  Professor  Haig  has  suggested  that  this  difficulty  is  to  be  met 
by  the  application  of  an  index  number  correction.  Others  have  thrown 
doubt  upon  the  usefulness  of  this  device.  Personally  I  hope  the  time  may 
come  when  we  shall  have  devised  some  arrangement  to  correct  the  fluctua- 
tions of  our  monetary  standard,  but  at  best  this  is  in  the  more  or  less  dis- 
tant future.     What  we  are  considering  today  is  a  present  practical  problem. 

3.  To  bring  out  clearly  the  simple  principle,  take  A  who  owns  a  forest 
whose  value  on  account  of  the  growth  of  the  timber  is  increasing  at  the  rate 
of  $1000  a  year.  B  receives  an  income  of  $1000  a  year  from  salary,  in- 
terest, or  dividends.  According  to  Professor  Haig's  definition  of  income, 
these  two  men  are  in  the  same  situation  and  should  be  taxed  alike.  The 
fact  is,  they  are  not  at  all  in  the  same  situation.  A  during  the  time  his 
forest  is  growing  to  merchantable  size  receives  no  service  from  it.  It  yields 
no  income,  yet  he  is  compelled  to  pay  an  annual  tax,  to  meet  which  his  capi- 
tal furnishes  him  no  funds.  Suppose  after  twenty  years,  before  any  timber 
is  cut,  the  forest  is  destroyed  by  fire.  A  has  received  no  income  under  my 
definition.  He  has  certainly  realized  nothing  from  the  forest,  and  his  po- 
sition is  the  reductio  ad  absurdum  of  that  definition  which  includes  as  in- 
come increase  in  value  of  capital  assets.  It  is  true  that  he  could  now  be 
allowed  to  deduct  his  loss,  but  this  he  can  do  only  to  the  extent  to  which 
he  has  income  from  other  sources  from  which  to  make  the  deduction.  He  is 
granted  no  return  of  the  tax  joaid  in  rtspect  to  income  never  received.  This 
is  an  extreme  case.  But  other  cases  of  injustice  differ  from  it  only  in  de- 
gree, on  account  of  the  shorter  term  for  which  the  investment  runs  before 
yielding  a  return.  Treating  as  income  the  gain  from  sales  of  more  or  less 
long  time  investment  has  produced  innumerable  cases  of  injustice  under  the 
present  law. 

4.  A  serious  objection  to  regarding  increase  in  capital  value  as  income 
has  been  brought  out  by  Professor  Haig,  namely,  the  injustice  which  results 
from  taxing  large  gains  irregularly  received,  under  an  income  tax  with  a 
variable  rate.  Professor  Haig  thinks  this  consideration  must  lead  us  to 
abandon  the  variable  rate,  yet  the  variable  rate  itself  is  one  of  the  best 
features  of  the  income  tax.  Great  Britain  has  always  regarded  the  in- 
come tax  as  the  elastic  element  in  her  revenue  system,  although  in  recent 
years  her  income  tax  has  been  strained  to  the  limit  of  elasticity.  It  is  by 
means  of  the  variable  rate  that  the  income  tax  is  to  be  used  to  balance  the 
budget  and  to  bring  home  to  the  taxpayers  the  results  of  legislative  economy 
or  extravagance.  This  in  my  opinion  is  one  of  the  most  fundamental  ad- 
vantages of  the  income  tax.  It  is  this  which  gives  some  hope  that  the  in- 
come tax  may  be  the  instrument  to  lead  us  out  of  the  wilderness  of  con- 
gressional extravagance.  Expenses  must  be  met,  and  taxation  is  the  only 
ultimate  way  to  meet  them.  Our  only  possible  safety  lies  in  bringing  home  to 
the  minds  of  the  people  the  fact  that  they  must  bear  the  burdens  of  legis- 
lative expenditures.  Herein  lies  the  one  good  feature  of  the  American  gen- 
eral property  tax.  Every  year  the  selectmen  or  other  local  officers  must 
figure  up  the  tax  rate.  Its  public  announcement  evidences  the  burden  which 
every  taxpayer  must  bear  on  account  of  town  expenditures,  and  the  tax- 
payer is  thereby  made  to  realize  the  advantage  of  economy.  It  is  fervently 
to  be  hoped  that  the  federal  income  tax,  with  a  rate  changing  from  time  to 
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time,  may  thus  serve  a  beneficent  purpose  in  cliecking  congressional  extrava- 
gance. All  this  we  sacrifice  if  the  rate  must  be  fixed  with  relative  perma- 
nency. 

I  have  laid  myself  open  to  attack  through  introducing  for  discussion  this 
morning,  by  brief  reference  only,  certain  topics  which  there  has  not  been 
time  to  discuss  in  full.  For  example,  Mr.  May  has  criticized  the  pro- 
posed tax  on  undistributed  earnings  on  the  ground  that  it  would  bear  too 
heavily  upon  newly  organized  corporations  which  are  just  getting  on  their 
feet  and  which  for  some  time  need  to  turn  back  most  or  all  of  their  earnings 
into  the  business.  If  Mr.  May  had  had  before  him  my  article  in  the  De- 
cember Review  he  would  have  found  this  matter  foreseen  and  provided  for 
by  means  of  the  graduated  rate  based  on  size  of  invested  capital  as  well  as 
the  special  provision  for  small  corporations. 

Mr.  May  has  likewise  failed  to  grasp  fully  the  argument  in  favor  of  sub- 
stituting the  individual  taxation  of  dividends  in  place  of  the  corporate  in- 
come tax.  If  he  had  read  my  article  in  the  December  Review  I  think  he 
would  not  have  made  the  proijosition  that  to  remedy  the  injustice  to  which 
I  refer  "all  that  would  be  necessary  would  be  for  the  stockholder  to  return 
his  dividends  as  income  and  deduct  from  his  tax  an  amount  equal  to  the 
corporation  income  tax  on  the  amount  of  dividends  included  in  his  gross  in- 
come." The  main  point  of  my  criticism  of  the  present  system  was  that  all 
corporate  income  is  taxed  at  10  per  cent,  whereas  if  the  tax  were  upon  the 
individual,  income  received  from  corporate  investment  would  be  taxed  either 
8  per  cent,  4  per  cent,  or  not  at  all,  according  to  the  circumstances  of  the 
individual  taxpayer.  Mr.  May's  device  fails  to  meet  this  difficulty,  since  he 
would  still  leave  all  corporate  income  taxable  at  10  per  cent. 

To  illustrate  by  a  single  example,  suppose  A  owns  $50,000  worth  of  stock 
in  a  corporation  of  $1,000,000  capital.  The  corporation's  net  income  is 
$80,000,  of  which  A's  share  is  $4000.  The  corporation  is  taxed  10  per  cent 
on  its  net  income  less  $2000,  or  $7800,  which  reduces  A's  share  by  '^390,  and 
makes  his  dividend  $3610.  Assuming  that  he  is  entitled  to  a  personal  ex- 
emption of  ^2000,  and  has  no  other  income,  his  income  tax  would  be  $64,40, 
leaving  a  net  income  of  $3545.60.  If  the  deduction  which  Mr.  May  sug- 
gests is  to  be  granted  only  to  the  extent  of  his  tax,  he  will,  it  is  true,  be  re- 
lieved of  the  entire  tax  of  $64.40,  but  it  is  obvious  that  this  goes  only  a 
short  way  toward  remedying  the  injustice  done  him.  This  could  be  done 
only  if  the  government  actually  gave  him  a  rebate  of  the  full  $390  which 
the  corporation  paid  in  tax  upon  his  share  of  its  income.  This  I  take  it  Mr. 
May  does  not  propose.  His  proposition  does  indeed  to  some  extent  reduce 
the  injustice  of  the  present  method,  and  to  that  extent  should  be  welcomed 
if  nothing  better  can  be  secured. 

Furthermore,  Mr.  May's  suggestion  fails  entirely  to  meet  another  impor- 
tant reason  for  advocating  the  individual  taxation  of  dividends.  I  refer  to 
the  psychological  effect  upon  the  taxpayer  of  feeling  that  governmental  ex- 
penditure comes  back  upon  him  in  the  form  of  heavy  income  taxation.  Mr. 
May's  device  would  still  leave  the  ordinary  taxpayer  with  the  comfortable 
feeling  that  it  made  no  difference  to  him  how  heavily  the  corporations  were 
taxed. 

The  question  has  been  raised  whether  my  definition  of  income,  carried  to 
its  logical  limit,  does  not  mean  the  exemption  of  savings  and  amount  virtu- 
ally to  a  tax  on  consumption.      In  my  original  remarks  I  expressly  stated 
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that  it  was  not  my  intention  to  press  the  definition  to  this  limit  in  its  practi- 
cal application.  As  a  matter  of  theory,  it  is  quite  possible  to  carry  the  defi- 
nition to  this  logical  conclusion,  and  much  is  to  be  said  in  its  favor.  Since, 
however,  we  are  dealing  with  the  practical  problem  of  the  revision  of  the 
American  income  tax,  and  since  I  admit  that  there  is  at  present  not  even  a 
slight  possibility  of  a  general  exemption  of  savings,  this  matter  appeared  to 
be  of  theoretical  interest  only,  and  on  this  ground  I  expressly  refrained 
from  going  into  it.  It  is  a  matter  which  I  hope  to  examine  at  some  future 
time. 

Mr.  Stein  has  objected  to  making  the  income  tax  a  purely  personal  tax 
on  the  ground  that  dividends  from  preferred  stock  would  thus  become  tax- 
able, with  a  corresponding  depreciation  in  the  value  of  such  stock.  This  I 
should  regard  as  rather  a  backhanded  argument.  As  a  matter  of  fact  the 
peculiar  position  of  preferred  stock  is  one  of  the  strongest  arguments  for 
doing  exactly  what  I  proposed.  Under  the  present  tax  system,  dividends  on 
preferred  stock  are  absolutely  untaxed  so  far  as  the  normal  tax  is  concerned. 
The  tax  on  corporate  net  income  is  supposed  to  be  in  lieu  of  the  normal  tax 
on  dividends,  but  it  affects  only  the  dividends  on  common  stock.  The  cor- 
porate income  tax  falls  entirely  upon  the  common  stock.  Whatever  its 
amount,  there  is  no  reduction  from  the  dividends  to  preferred  stockholders, 
until  the  corporation's  earnings  are  reduced  below  the  amount  of  the  divi- 
dends due  to  preferred  stockholders.  This  is  one  of  the  anomalies  of  the 
present  system.  It  disappears  under  the  plan  I  have  proposed.  That  cor- 
rection of  an  anomalous  situation  will  involve  readjustments  is  scarcely  an 
argument  against  making  the  change. 

In  applying  scientific  principles  to  practical  problems,  we  must  all  con- 
tribute what  help  we  may.  The  function  of  the  economist,  I  take  it,  is  to 
present  fundamental  principles  and  see  that  they  are  carried  out  in  practice 
so  far  as  the  demands  of  the  particular  case  permit.  The  accountant,  on 
the  other  hand,  starts  from  the  other  end.  His  attention  is  primarily  on  the 
practical  problem  to  be  solved,  and  he  is  inclined  to  form  his  definitions  and 
state  his  principles  with  a  view  to  the  immediate  necessities  of  the  particular 
case.  It  is  the  business  of  the  economist  to  take  a  long  range  view  a. id 
to  insist  that  whatever  is  done  to  meet  the  present  problem  be  not  superficial 
and  in  violation  of  sound  principles,  lest  the  stage  be  set  for  future  trouble. 
Both  points  of  view  are  essential  to  the  solution  of  such  a  problem  as  that 
of  framing  a  national  tax  system. 


THE  TEACHING  OF  ELEMENTARY  ECONOMICS 
Round  Table  Conference 

The  conference  Wednesday  afternoon,  December  29,  was  largely  attended 
by  an  interested  gathering.  At  that  session  remarks  were  contributed  only 
by  announced  speakers.  At  the  smaller  adjourned  meeting  next  day,  there 
was  a  prepared  contribution  and  brief  general  discussion  as  well.  The  view 
was  expressed  after  the  conference  that  the  subject  had  been  only  opened 
up,  and  that  the  conference  should  be  continued  another  year.  The  follow- 
ing is  an  epitome  of  the  stenographic  minutes,  prepared  by  the  Chairman. 
D.  T.  Clark,  Williams  College. 

Professor  Burbank,  Harvard,  answering  the  question  raised  by  the 
Chairman,  why  the  teaching  of  economics  has  had  so  little  influence  upon 
public  life,  said  that  the  main  reason  was  because  the  teaching  in  general 
is  pretty  poor,  and  that  it  is  pretty  poor  because  we  have  not  defined  our 
aims.  Too  frequently  we  undertake  to  give  a  course  in  economics  by  choos- 
ing a  text-book,  and  perhaps  a  book  of  selected  readings,  and  by  then 
simply  attempting  to  cover  the  book  and  the  readings,  with  no  aim  beyond 
that.  ' 

The  aim  should  be  two-fold,  to  give  both  a  rigid  training  in  theory  and  a 
comprehensive  survey  of  fact.  The  time-honored  aims  are  not  to  be  put  upon 
the  shelf;  the  first  subject  which  was  emphasized  when  economics  became  a 
subject  for  collegiate  study  was  disciplinary  in  character;  the  elementary 
course  should  give  definite  training  that  will  lead  to  independent,  logical 
reasoning  regarding  economic  phenomena.  But  our  aims  should  go  beyond 
that;  we  should  aim  also  to  give  our  students  a  clear  survey,  as  nearly 
as  possible,  of  the  existing  economic  organization.  The  course  should  be  not 
only  disciplinary  in  character,  but  factual  as  well,  and  at  its  end  the  student 
should  be  able  to  handle  economic  phenomena  without  prejudice,  and  have 
a  clear  and  comprehensive  view  of  the  existing  economic  system.  Clearly  to 
establish  this  aim  and  then  to  attempt  to  accomplish  it  would  raise  our  stan- 
dard of  teaching  very  much,  and  give  our  students  far  more  than  they  are 
getting. 

This  cannot  be  done  in  a  half-course.  The  half-course  is  perhaps  a  waste 
of  the  money  of  the  university.  With  the  full  course  we  can  approach,  but 
not  realize,  the  accomplishment  of  our  aims.  Reckoning  that  at  most 
we  can  call  upon  the  students  for  six  hours  per  week  of  outside  reading 
or  outside  work  (and  it  is  only  with  a  few  stiidents  that  we  can  get  that 
arnount  of  application),  and  adding  three  hours  a  week  in  the  class-room, 
we  are  given  a  very  small  amount  of  time  in  which  to  accomplish  anything 
like  the  ambitious  aims  mentioned.  We  cannot  give  a  thorough,  rigid  train- 
ing in  economics — both  principles  and  facts — until  we  increase  the  time  of 
the  work  on  both  that  goes  into  the  elementary  course.  At  the  present  time, 
large  numbers  of  our  men  are  leaving  that  course,  who  will  not  take  any 
further  work  in  that  field,  and  who  have  no  grasp  of  the  principles  involved 
in  the  subject,  and  no  comprehension  of  the  economic  system  under  which 
we  are  living.  If  we  could  meet  for  recitation  work  four  or  five  times  a 
week  throughout  the  year  we  could  accomplish  something  worth  while.  A 
partial  solution  would  be  to  raise  the  standard  and  practically  require  that 
the  students,  in  order  to  stay  in  the  course,  must  put  in  four,  or  five,  or  six 
hours  of  outside  work  each  week.     Another  possibility  is  to  give  an  intro- 
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ductory  course,  introductory  to  the  proper  course,  which  will  be  largely  so- 
cial and  factual  in  character,  and  will  deal  somewhat  with  economic  his- 
tory and  somewhat  with  economic  geography  and  organization  and  control. 

As  to  the  best  size  of  recitation  classes,  perhaps  twenty  men  to  a  section 
is  "ideal,"  though  it  is  seldom  realized  in  this  day  of  very  large  classes. 
In  a  small  section  there  are  some  very  decided  advantages.  The  instruc- 
tor has  the  opportunity  of  eliminating  very  quickly  the  unfit ;  of  paying  more 
attention,  if  he  so  desires,  to  the  able  men,  or  distributing  his  time  to  all. 
At  Harvard  the  "A"  men  are  segregated  and  put  into  a  separate  section 
early  in  the  year,  which  makes  it  possible  to  give  them  undivided  attention. 
This  improves  the  teaching  in  the  other  sections,  as  the  instructor  then  need 
not  go  over  the  heads  of  the  students  of  less  capacity. 

Professor  Burbank  then  took  up  the  question  whether  it  is  the  function  of 
the  instructor  to  express  his  own  views,  or  whether  he  is  simply  before  his 
class  to  teach  them  to  reason,  and  to  present  different  questions  of  fact  and 
different  sides  of  the  doctrine  which  is  being  studied.  He  said  that  it  is  a 
better  policy  for  the  instructor  to  keep  his  own  views  to  himself  for  the 
most  part;  occasionally  it  is  advantageous  to  bring  them  in.  There  is  a 
great  deal  of  danger  of  the  instructor's  becoming  a  propagandist  of  one  sort 
or  another  if  he  is  constantly  expressing  his  own  opinions.  The  student 
wants  such  an  expression,  but  it  is  not  necessary  to  yield  in  order  to  stimu- 
late the  interest  of  the  students.  In  fact,  we  do  not  need  to  be  concerned 
particularly  to  stimulate  the  interest  at  the  present  time;  the  very  increase 
of  numbers  of  students  is  a  sufficient  index  of  the  interest  taken. 

Finally,  referring  to  the  point  of  view  from  which  the  course  should  be  ap- 
proached. Professor  Burbank  said  he  thought  that  Professor  Fisher  ex- 
pressed the  proper  attitude  in  the  preface  to  his  book,  where  he  intimates 
that  until  a  student  knows  the  physical  structures  he  should  not  concern 
himself  with  any  remedies. 

Professor  Agger,  Columbia,  continuing  the  consideration  of  aims,  said 
that  these  might  vary  somewhat  not  only  from  teacher  to  teacher,  but  from 
institution  to  institution,  but  in  general  the  aim  should  be,  broadly  speak- 
ing, to  enable  the  student  to  interpret  with  some  degree  of  intelligence  the 
economic  system  which  prevails,  to  understand  its  working,  and  to  approach 
the  problems  which  arise  with  a  basis  of  some  fundamental  understanding. 
He  agreed  in  substance  with  Professor  Burbank  as  to  the  shortcomings  of 
teaching  and  as  to  the  importance  of  giving  the  student  an  understanding  of 
the  fundamental  principles — a  working  understanding.  Of  course,  the  aver- 
age student  is  interested  in  economics  only  from  the  point  of  view  of  prac- 
tical life,  and  so  in  the  main,  in  our  text-books,  we  have  divided  the  field 
putting  the  Introductory  Principles  at  the  beginning  and  the  Practical 
Problems  at  the  end ;  and  most  of  the  students  are  interested  in  the  practical 
problems,  and  they  take  with  a  certain  ill  grace  the  preliminary  study  of  the 
principles. 

Now,  it  would  seem  to  be  possible  to  hitch  up  these  two,  and  perhaps 
to  obliterate  entirely  those  distinctions  which  we  have  so  often  drawn  be- 
tween principles  and  problems,  and  to  consider  as  a  problem  something  in 
which  we  may  assume  the  student  is  interested,  with  the  idea  of  emphasiz- 
ing the  significance  of  the  underlying  principles.  We  can  show  the  student 
that  it  is  hopeless  to  try  to  get  a  practical  idea  of  any  problem,  whether 
the  tariff,  or  trade  unions,  without  knowing  the  principles  involved,  just  as 
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was  the  case  with  the  boy  John  Dump,  who  started  to  build  a  table  and 
then  found  he  had  to  know  something  about  measurements  and  other  things 
in  connection  with  what  he  was  vitally  interested  in.  There  was  thus  brought 
home  to  him  the  significance  of  learning.  To  bring  home  the  significance  of 
such  underlying  principles  is,  perhaps,  as  far  as  we  ought  to  go  in  elemen- 
tary courses.  That  means  that  we  shall  have  to  plan  a  text  particularly  for 
our  elementary  work.  Most  of  our  texts  are  not  in  every  way  adaptable, 
and  they  must  be  especially  handled,  perhaps  organized  to  a  syllabus,  dif- 
fering, of  course,  with  the  principal  problems  which  present  themselves  at 
the  different  institutions. 

As  to  number  of  weekly  exercises.  Professor  Agger  disagreed  with  Pro- 
fessor Burbank.  He  was  not  in  favor  of  much  more  than  three  hours  a 
week.  He  had  a  chance  in  the  Columbia  Summer  School  work,  where  they 
had  one  hour  each  day,  to  make  a  little  comparison  between  the  two  meth- 
ods. Economics  is  a  subject  for  which  one  must  take  time,  but  it  is  not  the 
time  one  takes  in  class,  but  the  time  one  takes  for  reflection  and  the  pro- 
cesses of  digestion,  as  it  were.  And  it  does  not  pay  to  observe  too  much 
in  a  given  time,  but  the  student  must  come  back  to  the  subject  and  reflect 
upon  it.     The  instructor  must  give  him  a  little  time  for  that. 

As  to  the  teacher's  attitude.  Professor  Agger  thought  that  the  teacher 
ought  to  present  his  own  views,  but  not  in  the  spirit  of  a  propagandist. 
Teachers  have  no  right  to  be  propagandists  in  any  sense.  The  student  is 
to  analyze  and  try  to  understand,  and  not  till  then  to  pass  judgment.  We 
ought  to  remember  very  distinctly  and  emphatically,  as  we  teach  these  young 
men  and  women  who  come  to  us,  to  impress  upon  them  the  fact  that  they 
are  not  yet  in  a  position  to  pass  final  judgment.  They  are  too  prone  to  do 
that  anyway.  Most  of  them  are  enthusiastic  reformers,  and  perhaps  from 
that  point  of  view  we  ought  to  restrain  our  enthusiasm  for  reform,  and  bring 
home  to  the  students  the  importance  of  understanding  a  thing  before  trying 
to  pass  judgment  upon  it.  The  speaker  thought  that  too  many  people  teach 
economics  who  do  not  get  any  fun  out  of  teaching,  and  that  a  primary  quali- 
fication of  a  good  teacher  of  economics  is  to  get  a  lot  of  fun  from  standing 
before  a  body  of  young  men  and  young  women  and  trying  to  make  them 
understand  the  subject. 

Proper  humility  before  our  pupils,  showing  that  we  are  interested  in  them 
and  interested  from  the  point  of  view  of  having  them  understand,  will  help 
us  in  our  teaching,  and  let  them  see  that  we  are  enjoying  it  with  them. 
Finally,  the  most  beautiful  work  can  be  done  by  hitching  up  for  them  the 
class-room  discussion  with  the  work  of  the  world,  that  is,  showing  to  the 
class  the  significance  of  what  is  going  on  in  the  world  outside. 

Professor  Turner,  New  York  University,  said  that  the  purpose  of  the 
elementary  course  may  differ  according  to  the  character  of  the  institution, 
but  its  place  is  that  of  a  "foundation  course,"  or  a  gateway  to  more  ad- 
vanced work  in  the  department.  He  stressed  the  idea  of  the  inter- 
dependence of  the  subject  matter  of  economics.  A  principle  should  never 
be  discussed  to  the  exclusion  of  other  things,  he  said,  because  the  student 
gets  a  distorted  notion  and  is  likely  to  jump  to  a  conclusion. 

The  speaker's  scheme  in  teaching  is  to  develop  coherently  the  leading 
related  ideas,  emphasizing  all  the  while  the  relationship  existing  between 
these.  The  student  comes  to  see  that  he  cannot  reason  upon  one  of  the 
great,  burning  issues  of  the  time,  or  safely  analyze  it,  unless  he  considers 


174  American  Economic  Association 

the  situation  as  a  whole,  a  situation  of  which  it  is  itself  a  part.  In  fact, 
we  should  develop  in  the  teaching  of  elementary  economics  the  so-called 
"sixth  sense,"  namely,  the  detection  of  hidden  relationships  in  our  economic 
thought. 

After  drilling  for  a  considerable  period  of  time  in  basic  theory.  Professor 
Turner  said,  the  students  like  it.  Theoretical  discussion  is  more  conducive 
to  activity  of  mind  than  the  practical  problems.  It  is  a  dangerous  pro- 
cedure, to  be  frowned  upon  bj'  the  economists  of  the  country,  to  introduce 
the  student  forthwith  to  the  great  practical  problems,  before  he  has  such  a 
grasp  of  the  principles  that  he  can  deal  properly  with  the  problems  in  their 
"interdeiDcndence."  To  start  with  practical  problems  results  in  failure;  ex- 
ception might  be  granted  if  we  could  have  plenty  of  time,  say,  two  or  three 
years,  to  start  with  the  problems  and  gradually  draw  out  a  system  of 
thought ;  but  it  M'ould  be  a  waste  of  a  century  of  experience  to  do  that.  The 
practical  problems,  however,  should  not  be  eliminated  but  should  be  brought 
in  to  illustrate  the  fundamental  principles  we  are  discussing  as  would  be 
done,  for  example,  in  the  teaching  of  physics.  Thus  principles  and  practice 
should  go  together. 

As  to  the  question  of  the  teacher's  expression  of  opinion,  Professor 
Turner  said  that  everybody  who  successfully  conducts  a  course  of  elemen- 
tary economics,  whether  purposely  or  not,  gives  his  own  ideas  to  the  stu- 
dents all  the  while.  He  has  a  plan  in  view  and  he  is  bound  to  give  his  own 
ideas.  It  is  advantageous  for  the  instructor  to  take  a  wrong  position — pur- 
posely so — and  argue  for  it,  and  make  just  as  good  a  case  as  he  can ;  or  to 
announce,  perchance,  that  he  is  about  to  make  a  mistake,  and  ask  the  stu- 
dents to  detect  him  in  that  mistake;  and  then  call  upon  some  student  to  give 
expression  to  his  thoughts  and  when  he  has  expressed  his  ideas,  have  some 
other  student  criticize  him,  and  let  the  discussion  go  back  and  forth,  often 
to  such  an  extent  that  the  instructor  must  check  it.  He  ought  to  have  a 
class  of  fifty  or  sixty,  at  least,  in  order  to  raise  the  most  interesting  en- 
thusiasm. If  there  are  but  fifteen  or  twenty  students  in  a  class,  he  does  not 
do  it.  This  discussion  back  and  forth,  and  the  drawing  of  conclusions  be- 
fore the  class  is  a  good  thing,  for  it  keeps  the  class  wide  awake  all  the  while. 
If  the  students  come  to  deem  it  better  for  them  to  have  thought  wrong  than 
not  to  have  thought  at  all,  and  if  the  teacher  guides  the  discussion  to  the 
truth,  and  to  the  accomplishment  of  the  purpose  for  which  the  course  is  in- 
tended, he  will  find  that  the  outcome  will  be  very  good. 

Professor  Doten,  Massachusetts  Institute  of  Technology,  discussing  the 
relation  between  the  teaching  of  economics  and  public  policy,  pointed  oi7t 
that  the  men  active  today  in  business  and  politics  and  on  the  bench  are  al- 
most a  generation  away  from  their  training  in  economics,  and  consequently 
we  do  not  see  the  immediate  effect  of  the  training  that  is  being  given  in  our 
institutions  today.  One  source  of  the  teacher's  difficulties  is  the  character 
of  the  students  that  we  are  getting.  The  number  of  students  going  to  col- 
lege is  increasing  more  than  in  proportion  to  the  increase  in  our  population. 
Students  are  coming  more  and  more  from  the  cities,  because  our  city  popu- 
lation is  increasing  more  than  the  population  in  general.  We  are  getting 
in  that  group  of  city  students  boys  and  girls  who  are  unacquainted  with 
tlie  facts,  not  only  of  political  life,  but  particularly  of  the  economic 
organization  of  societ3\      The   farm  boys   and   the  boys   from   the  country 
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come  equipped  with  a  fundamental  structure  of  life,  but  the  boy  from  the 
city  home  comes  little  equipped  with  the  fundamentals  which  he  can  build 
upon  or  draw  illustrations  from.  Further,  there  has  grown  up  a  style  of 
teaching  and  a  kind  of  training  in  our  public  schools  which  will  not  fit  the 
student,  when  he  comes  to  college,  to  make  a  consistent,  thoroughgoing  study 
of  any  text-book,  particularly  in  our  line.  In  the  exact  sciences  this  prob- 
ably is  different,  but  such  training  as  the  student  has  had  in  civics,  eco- 
nomics, and  the  like,  is  more  or  less  "scrappy."  He  comes  up  to  college 
with  an  inability  to  take  a  text-book  and  read  and  digest  it. 

The  speaker  then  considered  the  difficulty  of  maintaining  the  interest  of 
students  who  flock  into  courses  through  compulsion.  In  a  great  many  cases 
they  are  disappointed  when  they  get  into  the  course.  They  realize  that 
this  is  an  age  when  economic  problems  are  to  the  front,  but  they  do  not 
bring  an  interest  which  is  sufficiently  deep-seated  and  sufficiently  intelligent 
to  get  them  interested  after  they  come.  We  are  adopting  a  general  policy 
which  seems  to  be  permeating  our  whole  educational  system  from  the  kinder- 
gartens up,  to  amuse  our  students  rather  than  insist  on  their  getting  any- 
thing. There  is  too  much  time  spent  in  figuring  out  ways  of  sugar-coating 
the  pill,  and  making  it  easy  for  them  to  get  these  things.  They  lose  a  great 
deal  through  all  our  educational  work,  through  reaction  from  the  old  idea 
of  the  disciplinary  value  of  study. 

Professor  Doten  remarked  on  the  difficulty  due,  particularly  in  some 
institutions,  to  the  students'  coming  to  economics  from  the  study  of  exact 
science.  They  develop  very  speedily  a  degree  of  intolerance  for  the  inexact 
nature  of  the  subjects  we  are  obliged  to  teach  them,  and  this  bears  upon  the 
question  whether  we  shall  be  dogmatic  in  our  methods  of  jiresentation.  It 
is  better  to  be  dogmatic,  he  said.  He  would  rather  teach  a  wrong  theory,  if 
he  could  get  it  across,  and  get  these  fellows  to  stand  it,  than  to  teach  them  a 
whole  lot  of  theories  about  the  same  thing,  in  regard  to  no  one  of  which  was 
he  convinced  or  convincing.  The  difficulty  is  that  they  have  come  with 
exact  knowledge,  and  they  expect  exact  knowledge,  and  when  they  get  this 
open  kind,  weighted  pro  and  con, — they  question  the  instructor. 

Professor  Doten's  method  is  to  make  copious  use  of  illustrative  problems 
to  be  solved  by  the  students,  and  at  the  end  of  the  first  term  to  give  out 
fifty  questions  that  pretty  generally  cover  the  subject  as  taught,  fifty 
rather  searching  questions  that  require  a  knowledge  of  practically  all  the 
principles  involved,  and  to  tell  the  students  that  out  of  these  fifty  questions 
he  will  take  five  for  the  final  examination. 

Finally  he  thought  the  device  of  debates  might  be  used  in  economics.  He 
would  frame  up  a  series  of  debates  on  economic  questions,  and  assign  de- 
baters to  present  both  sides  of  a  subject  in  a  formal  debate,  and  follow  this 
by  a  general  discussion  in  class. 

At  the  reconvening  of  the  conference  next  morning,  Professor  Bye,  Penn- 
sylvania, spoke  particularly  on  three  points.  First,  he  stressed  a  third  aim 
in  addition  to  the  two  defined  in  the  previous  discussion.  This  third  very 
important  aim  is  to  give  the  social  point  of  view,  to  cultivate  the  social 
standard  of  ethics  on  the  part  of  the  student.  It  is  not  our  place  to  teach 
radical  doctrines  or  stir  up  discontent,  but  the  teacher  of  economics  is  not 
doing  his  duty,  or  filling  the  place  he  should,  if  he  does  not  make  the  stu- 
dent see  that  there  is  a  social  significance  to  economic  problems,  and  that 
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the  thing  we  ought  all  to  be  working  for  is  social  welfare  rather  than  in- 
dividual welfare.  The  average  man  or  woman  who  comes  to  college  has  a 
very  highly  individualistic  point  of  view,  and  we  can  not  overestimate  the 
necessity  of  awakening  the  social  conscience. 

Secondly,  he  disagreed  with  the  opinion  that,  in  the  case  of  technical  stu- 
dents particularly,  economics  needs  to  be  presented  in  a  dogmatic  way. 
That  he  considered  a  very  serious  mistake.  The  average  man  and  woman  in 
this  country  today  is  too  dogmatic  already  about  economic  problems.  We 
ought  to  show  the  students  the  true  scientific  attitude  toward  things,  and 
one  cannot  be  a  true  scientist  without  soon  learning  that  there  are  many 
things  about  which  one  cannot  be  dogmatic.  Those  students  who  have  been 
taught  the  exact  sciences  most,  need  most  the  very  opposite  sort  of  training  in 
economics;  they  must  be  taught  that  there  are  some  things  about  which  we 
must  be  contented  to  remain  in  ignorance  until  we  can  gather  more  facts 
upon  which  to  base  a  conclusion.  It  is  a  very  great  mistake  to  try  to  give 
exact  knowledge  where  exact  knowledge  does  not  exist.  One  of  the  broad- 
est things  we  can  do  as  educators,  in  developing  the  minds  of  our  students 
of  economics,  is  to  teach  them  to  doubt  and  to  hold  a  lot  of  problems  in  their 
minds  for  which  they  do  not  know  the  answer,  and  for  which  they  must  not 
expect  to  know  the  answer,  but  be  seekers  after  truth. 

Thirdly,  the  speaker  discussed  certain  actual  methods  of  teaching  inside 
the  class-room.  The  lecture  he  considered  a  mere  make-shift,  for  the  student 
will  never  get  thinking  ability  by  listening  to  somebody's  else  thoughts.  To 
spend  all  the  time  in  small  sections  is  so  much  better  as  to  outweigh,  per- 
haps, the  disadvantage  of  handling  by  even  young  and  inexperienced  in- 
structors. 

The  students  at  the  Wharton  School,  he  said,  come  there  for  exact  busi- 
ness training  and  are  impatient  with  anything  of  which  they  cannot  see  the 
immediate  value  in  dollars  and  cents ;  and  elementary  economics  they  rele- 
gate with  contempt  to  the  realms  of  unreality,  as  a  mass  of  theoretical  ab- 
straction. So  the  instructors  there  are  faced  with  the  problem  of  making  it 
appear  real  to  them. 

The  speaker's  solution  has  been  to  make  constant  use  of  newspaper  ma- 
terial, in  business  statistics,  in  governmental  publications,  in  advertisements, 
in  speeches  of  business  men,  from  all  sorts  of  sources,  and  of  business  state- 
ments, such  as  balance  sheets  and  the  like,  of  firms  familiar  to  the  student. 
The  speaker  believed  that  the  best  way  of  handling  the  problem  in  the  class- 
room is  to  give  the  student  his  text,  let  him  read  his  theory  outside  the 
class-room,  so  that  he  will  have  the  general  idea  in  mind,  but  in  the  class- 
room let  the  instructor  make  the  discussion  concrete  and  practical.  Let 
him  never  ask  the  student  for  definitions,  never  ask  him  to  state  principles, 
but  let  him  bring  into  the  class-room  something  about  which  he  can  hook 
up  those  principles.  Thus  in  analyzing  a  balance  sheet,  the  student  is 
asked  the  significance  of  the  different  items,  is  asked  to  apply  these  theories 
to  it,  and  he  is  asked  which  items  are  capital  and  which  are  not,  and  why ; 
and  if  there  is  any  difference  he  is  asked  to  justify  that  difference;  and  he 
does  that  with  the  concrete  material  right  before  his  eyes. 

So  the  ideas  of  value  and  demand  are  clarified  from  advertisements  and 
the  papers.  And  for  the  equilibrium  of  demand  and  supply  and  the  differ- 
ence between  market  and  normal  values,  excellent  material  can  be  found  in 
the  market  reports.     Similarly,  for  a  statement  of  the  Malthusian  law,  as 
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such,  the  student  is  never  asked,  but  he  is  given  some  facts  about  the  den- 
sities of  population  in  different  countries,  and  asked  to  interpret  them. 
Thus  his  reading  will  give  him  the  generalizations  and  abstract  ideas;  the 
class-room  will  give  him  the  application  of  these  to  the  phenomena  of 
life.  He  will  learn  the  principles  more  thoroughly  than  he  can  by  any 
other  method;  he  will  see  that  they  are  real,  and  that  they  are  practical. 
The  so-called  "case  method"  does  not  quite  serve,  for  the  student  is  not 
sufficiently  capable  of  generalizing  from  the  cases,  and  valuable  as  they  are 
for  illustrative  matter  they  cannot  be  made  to  take  the  place  of  a  certain 
text  in  economics  and  of  the  presentation  of  theory  and  analysis. 

Questioning  material  in  the  shape  of  problems  he  considered  valuable;  of 
the  questions  in  well-known  books  many  are  admirable,  but  many  are  hypo- 
thetical and  unreal.  They  do  make  the  student  think  through  the  principles 
he  has  been  studying,  but  they  do  not  particularly  interest  him ;  and  they  do 
not  show  him  the  importance  and  significance  of  the  matter  in  hand. 

In  examinations,  problems  should  be  set  to  answer  which  are  not  mem- 
ory tests,  and  not  requests  for  definitions,  but  which  will  force  students  to 
apply  to  a  concrete  case  the  information  which  they  have  acquired.  Ex- 
aminations, the  speaker  believed,  ought  to  be  oral,  and  his  own  are  almost 
entirely  of  that  type. 

In  the  general  discussion  Professor  Rice,  Dartmouth,  said  he  had  been 
much  impressed  by  what  Professor  Bye  had  added  to  the  statement  of  aims, 
but,  in  view  of  the  difficulty  of  adequately  realizing  all  aims  in  a  single 
three-hour  course,  he  raised  the  question  of  relative  emphasis.  Something 
must  be  given  on  the  factual  side,  because  of  the  lack  of  information  which 
the  student  has  as  to  facts. 

Mr.  Hoyt,  American  Telephone  and  Telegraph  Company,  spoke  of  the 
desirability  of  catching  economic  material  both  young  and  old,  saying  that 
we  should  have  text-books  for  the  consumption  of  business  men,  in  a  style 
that  business  men  will  read,  without  sacrificing  scientific  accuracy.  In  that 
case,  interest  would  be  passed  on  to  their  sons,  like  the  interest  in  baseball 
and  other  things.  He  then  spoke  in  advocacy  of  the  "case  method,"  which 
included  among  its  advantages  the  possibility  of  removing  the  student's  ob- 
jection already  referred  to,  that  he  is  working  with  conflicting  materials, 
and  is  not  arriving  at  any  definite  results. 

Miss  Newell,  Wellesley,  told  of  the  course  in  her  institution  in  descrip- 
tive economics  and  sociology  which  precedes  the  course  in  economic  prin- 
ciples. Women  students,  she  said,  were  found  to  lack  the  knowledge  of  eco- 
nomic society,  just  the  obvious  objective  facts;  they  did  not  have  that  back- 
ground and  it  had  to  be  furnished  them. 

Professor  Brown,  Smith  College,  was  most  unfortunately  prevented  by 
the  adjournment  of  the  conference  Wednesday  afternoon  from  contributing 
remarks  she  had  prepared  with  particular  reference  to  the  teaching  of 
women  students.     Her  contribution  is  therefore  appended. 

My  opinions  as  to  the  teaching  of  elementary  economics  are,  of  course, 
based  upon  my  observation  of  the  equipment,  habits  of  thought,  and  needs  of 
the  students  whom  I  have  taught.  I  find  that  women  students  as  a  whole 
come  to  their  first  course  in  economics  with  relatively  little  direct  experience 
of  economic  relations  and  institutions.  They  are  consequently  eager  for 
information  and  apt  to  attribute  undue  importance  to  mysterious  technical 
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phrases  of  business  vocabulary.  Likewise,,  having  little  knowledge  by 
which  to  test  them,  they  tend  to  accept  the  generalizations  of  economic 
theory  quite  uncritically,  save  as  they  conflict  with  the  popular  proverbs 
of  street  and  press  equally  uncritically  accepted,  and  to  pigeonhole  eco- 
nomic problems,  each  with  its  particular  cause  and  cure.  With  few  excep- 
tions, their  acquaintance  with  the  market  is  limited  to  the  retail  store  and 
their  conception  of  it,  that  of  the  consumer.  A  considerable  percentage  of 
them  will  continue,  after  graduation,  to  be  primarily  consumers  and  di- 
rectors of  consumption  as  far  as  their  explicit  economic  relations  are  con- 
cerned. At  the  same  time,  with  the  acquisition  of  political  power  and  the 
leisure  to  exercise  it,  they  will  have  more  and  more  occasion  for  the  con- 
sideration of  public  problems  involving  a  variety  of  economic  interests. 

In  view  of  these  observations,  I  feel  that  the  elementary  course  in  eco- 
nomics should  attempt  primarily  to  develop  in  these  students  critical  think- 
ing along  economic  lines  and  some  understanding  of  the  individual's  com- 
plex relations  to  economic  processes  and  their  control,  with  full  considera- 
tion of  the  importance  of  consumption  in  the  regulation  and  direction  of 
production.  I  find  it  helpful  toward  these  ends: — to  encourage  as  wide 
descriptive  reading  as  possible,  and  to  point  out  various  opportunities  for 
immediate  contact  with  industrial  and  commercial  facts  and  conditions  dur- 
ing vacation  periods  as  well  as  the  college  term ;  to  direct  attention  con- 
tinually to  the  sources  of  facts  and  statistics  as  bearing  on  their  validity ; 
to  discourage  the  use  of  abstract  terms  without  evidence  of  complete  under- 
standing of  their  content;  to  insist  upon  clear  and  logical  reasoning  rather 
than  any  certain  conclusions ;  and  to  emphasize  the  evolutionary  and  inter- 
dependent character  of  economic  problems.  In  recognition  of  the  students' 
own  equipment,  it  seems  reasonable  to  start  the  study  of  price  with  the  re- 
tail shop,  examining  the  complications  which  arise  there  as  integral  parts 
of  the  laws  of  price  rather  than  exceptions  to  them. 

As  to  method,  the  point  of  view  here  outlined  demands  the  use  of  varied 
readings  in  addition  to  or  in  place  of  a  single  text,  the  integration  rather 
than  separation  of  principles  and  problems,  the  teaching  of  classes  in  small 
groups  of  not  more  than  twentj'-five  students,  with  only  occasional  use  of  the 
formal  lecture  as  an  aid  to  the  organization  of  material  or  an  opportunity 
for  the  stimulus  sometimes  afforded  by  outside  speakers.  I  see  no  way  of 
developing  thinking  ability  and  a  truth-respecting  attitude  of  mind  except 
by  requiring  students  to  think  and  express  their  thoughts  under  criticism. 


BUSINESS  MEETINGS  AT  ATLANTIC  CITY,  NEW  JERSEY 

Pursuant  to  announcement  in  the  program,  the  first  business  meeting  of 
the  Association  was  held  in  Haddon  Hall,  Atlantic  City,  December  28, 
President  Davenport  presiding. 

By  vote  the  reading  of  the  minutes  of  the  last  meeting  was  dispensed  with. 

The  following  reports  were  made,  and  accepted:  (1)  of  the  Sec- 
retary; (^)  of  the  Treasurer;  (3)  of  the  Auditing  Committee;  (4)  of  the 
special  Finance  Committee;  (5)  of  the  Joint  Committee  on  Federal  Statis- 
tics; (6)  of  the  Committee  on  the  Karelsen  Prizes;  (7)  of  the  representatives 
on  the  American  Council  of  Learned  Societies;  (8)  of  the  Committee  on 
Coordination  in  Taxation;   (9)  of  the  War  Finance  Commitee. 

It  was  voted  to  discharge  the  following  committees  which  had  ceased  to 
function:  the  War  Finance  Committee;  the  Committee  on  Coordination  in 
Taxation;  the  Committee  on  Marketing;  the  Sub-Committee  on  Index  Num- 
bers; the  Committee  on  Price  Fixing.  The  joint  Committee  on  Federal  Sta- 
tistics was  continued. 

The  President  appointed  for  the  Nominations  Committee  Professors 
Fisher,  Seligman,  Dixon,  Ely,  and  Gephart;  and  for  the  Resolutions  Com- 
mittee Professors  Gardner,  Agger,  and  Deibler. 

The  state  of  the  Association's  Treasury  was  discussed  at  considerable 
length.  It  was  voted  that  a  special  Membership  Campaign  Committee  of 
three  be  appointed  by  the  Executive  Committee,  with  power  to  add  to  their 
number  as  they  may  find  expedient,  and  that  a  sum  of  money  be  appro- 
priated by  the  Executive  Committee  for  the  purpose  of  financing  this  com- 
mittee. 

It  was  voted  that  voluntary  contributions  be  invited  from  all  our  members, 
including  life  members,  towards  a  sum  for  financing  the  special  Membership 
Campaign  Committee,  as  well  as  towards  funds  for  general  Treasury  uses, 
the  invitation  to  subscribe  to  be  accompanied  by  a  succinct  explanation  em- 
bodying the  facts  concerning,  revenues  and  expenditures. 

It  was  also  voted  that  the  Executive  Committee  be  authorized,  in  its  dis- 
cretion, to  take  such  action,  if  any,  as  may  seem  necessary  to  make  income 
equal  expenditure. 


The  second  business  meeting  of  the  Association  was  held  in  Haddon  Hall, 
Atlantic  City,  December  30,  1920,  at  9:30  A.  M.,  President  Davenport 
presiding. 

The  following  minutes  of  a  meeting  of  the  Executive  Committee  were 
read  and  accepted.^ 


The  third  meeting  of  the  Executive  Committee  was  held  in  Haddon  Hall, 
Atlantic  City,  December  29.  Present:  Professors  Davenport,  Deibler, 
Dewey,  Fisher,  Gardner,  Westerfield. 

Conforming  with  the  request  of  the  Committee,  Professor  Barnett  ap- 
peared before  it  and  explained  the  nature,  plans,  and  purposes  of  the  Per- 
sonnel Research  Foundation.  Thereafter  it  was  voted  that  the  Secretary 
inform  the  Federation  that  the  present  poor  state  of  the  Association's 
finances  makes  it  inadvisable  to  join  the  Federation  as  a  charter  member, 
but  that  the  Association  hopes  to  join  later  if  permitted. 

1  See  minutes  of  other  meetings  of  the  Executive  Committee  in  the  Secretary's 
Report,  p.  183. 
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By  vote  at  the  last  business  meeting  of  the  Association  it  was  provided 
that  the  Executive  Committee  nominate  the  members  of  the  special  Mem- 
bership Campaign  Committee.  The  Executive  Committee  was  of  the  opinion 
that  this  responsibility  should  be  borne  by  the  Executive  Committee  elected 
today.  It  therefore  voted  that  the  nominations  of  the  members  of  the  Cam- 
paign Committee  should  be  made  by  the  new  president  subject  to  approval 
of  the  Executive  Committee  by  mail. 

It  was  voted  to  authorize  the  Treasurer,  if  need  shall  arise,  to  borrow  on 
the  basis  of  the  collateral  note  of  the  Association  such  sum  as  may  be  neces- 
sary to  tide  over  the  present  emergency. 

Appeal  has  been  made  to  the  Association  to  issue  a  protest  against  the 
action  of  the  Commissioner  of  Labor  Statistics  in  placing  a  charge  on  the 
Monthly  Labor  Review.      It  was  voted  to  take  no  action. 


The  Committee  on  Honorary  Members  reported  progress  and  asked  that 
it  be  continued  as  a  permanent  committee,  and  the  Association  voted  ac- 
cordingly. 

Professor  David  Friday  reported  as  the  representative  of  the  Association 
on  the  National  Bureau  of  Economic  Research,  as  follows: 

The  National  Bureau  of  Economic  Research,  Inc. 
Report  to  the  American  Economic  Association,   1920. 

Inception.  The  plan  to  establish  a  Bureau  which  would  undertake  economic  in- 
vestip;ations  in  such  a  manner  that  they  would  be  permanently  impartial  and  scientific 
was  formed  by  Messrs.  Wesley  C.  Mitchell,  Edwin  F.  Gay,  and  M.  C.  Rorty. 

The  need  for  accurate  statistical  information  on  which  current  opinions  could  be 
formed  presented  itself  as  one  of  the  most  important  fields  for  investigation.  This 
was  emphasized  by  the  experiences  of  the  war,  at  which  time  this  nation  found  itself 
lacking  in  exact  quantitative  data  on  which  policies  could  be  grounded.  This  need 
continues  in  peace  times  as  well.  There  is  the  widest  disagreement  between  radicals 
and  conservatives  in  regard  to  the  facts  of  the  industrial  situation. 

To  accomplish  the  purpose  for  which  the  Bureau  was  created,  however,  it  was  nec- 
essary to  do  more  than  assemble  a  stafi'  of  competent  research  technicians.  In  order 
that  public  confidence  in  the  results  might  be  assured,  a  Board  of  Directors  was 
created  to  represent  the  diversified  interests  in  our  social  problems.  Science  is  rep- 
resented by  Messrs.  Mitchell,  Commons,  Young,  and  Adams;  business  by  Messrs. 
Mead,  Gay,  and  Sterrett;  and  labor  by  Messrs.  Frey,  Stone,  and  I.aidler.  In  addi- 
tion to  these  men  a  number  of  national  associations  have  each  been  asked  to  appoint 
an  independent  Director.     The  following  appointments  have  been  made: 

Periodical  Publishers  Association A.  W.   Shaw 

American  Economic  Association    David  Friday 

American  Statistical  Association   M.  C  Rorty 

American  Federation  of  Labor   Hugh  Frayne 

American  Bankers  Association   George  E.  Roberts 

National   Industrial  Conference  Board    Frederick  P.  Fish 

Engineering  Council Walter  R.  Ingalls 

Federation  of  Farm  Bureaus Gray  Silver 

With  such  a  group  of  directors,  it  was  felt  that  there  wotild  be  public  confidence 
in  the  results  secured  by  the  Bureau. 

Pre.tevf,  Sfnfvs.  Vp  to  date,  t'.e  Bureau  has  been  engaged  in  making  a  careful 
estimate  of  the  amount  and  distribution  of  the  national  income.  This  work  began 
in  May,  1920,  and  is  well  under  way  at  the  present  time.  It  is  difficult  to  place  an 
exact  time  limit  on  research  work,  but  the  present  investigation  should  be  finished 
and  submitted  to  the  directcrs  about  April  1,  1921.  According  to  the  By-Laws  each 
director  will  then  have  a  reasonable  opportunity  (in  this  case  a  month)  to  examine 
the  work  and  submit  criticisms  and  suggestions.    Just  how  much  revision  and  delay 
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this  will  involve  it  is  impossible  to  state  in  advance;  but  it  appears  reasonable  to  as- 
sume that  final  publication  will  take  place  during  the  summer. 

The  purpose  of  this  study  of  the  national  income  is  to  determine  with  all  possible 
accuracy:  (1)  the  adequacy  of  the  total  productive  power  of  the  coimtry  to  meet 
the  living  needs  of  the  population;  (2)  the  relative  proportions  of  the  total  output 
received  by  the  various  elements  in  production:  capital,  enterprise  and  labor;  (3) 
sources  for  taxation  and  the  amounts  obtainable  from  each  source;  (4)  the  actual 
and  the  possible  savings  of  the  country;  (5)  the  amount  of  the  surplus  of  production 
over  liv?ng  needs. 

Broadly  speaking  the  question  may  be  put  in  this  way:  Is  the  income  of  the 
country  so  large  as  to  make  its  proper  distribution  the  primary  source  of  public 
interest;  or  is  the  income  so  small  that  the  question  of  prime  importance  is  how  it 
may  be  increased? 

The  method  emploj'ed  has  been  to  attack  this  problem  from  all  possible  angles 
and  check  the  results  againft  each  other.  The  facilities  at  the  disposal  of  the  Bureau, 
the  benefit  derived  from  a  careful  study  of  the  methods  employed  by  former  inves- 
tigators, and  the  cooperation  of  the  Directors  appear  to  justify  the  belief  that  a 
more  accurate  result  will  be  obtained  than  has  yet  been  secured  by  any  investigators 
in  the  field. 

In  the  absence  of  Professor  Edward  D.  Jones,  chairman  of  the  Commit- 
tee, Professor  Walton  H.  Hamilton  reported  as  follows,  for  the  Committee 
on  an  Institute  of  Economic  Research: 

At  the  last  meeting  on  my  motion  the  continuance  or  discharge  of  the  committee 
was  left  with  the  Executive  Committee. 

On  the  acceptance  of  participation  in  the  Institute  of  which  Professor  Mitchell  is 
Director  the  committee  was  discharged. 

Professor  W.  F.  Willcox  reported  for  the  Joint  Committee  on  Federal 
Statistics ;  this  report  was  accepted.  He  then  introduced  the  following  reso- 
lutions which  were  adopted: 

In  accepting  the  report  of  progress  of  the  Joint  Committee  to  advise  the  director 
of  the  census  the  American  Economic  Association  desires  to  record  its  hearty  ap- 
proval of  the  policy  of  eliminating  nearly  all  the  text  from  census  publications  for 
its  purpose  of  hastening  the  appearance  of  the  bulletins  and  final  reports  of  its  14th 
census — a  policy  adopted  by  the  Bureau  of  the  Census  after  conferences  with  the 
Joint  Committee. 

The  Economic  Association  further  approves  the  recommendation  made  by  the 
Joint  Committee  to  the  Bureau  of  the  Census  that  it  prepare  and  publish  systematic 
scientific  analysis  of  census  results  in  the  form  of  monographs  on  the  more  impor- 
tant census  topics.  These  monographs  should  be  prepared  by  the  Bureau  of  the 
Census  with  the  cooperation  of  specialists  in  the  various  topics  selected  for  treatment. 

The  representatives  of  the  American  Economic  Association  on  the  Joint  Committee 
are  hereby  authorized  to  urge  this  policy  and  to  express  the  conviction  of  the  Associa- 
tion that  an  adequate  interpretation  of  the  census  figures  constitutes  an  essential 
and  in  many  respects  the  most  significant  part  of  its  works  upon  the  Census. 

Professor  Gardner  reported  for  the  Committee  on  Resolutions  as  follows : 
"Realizing  the  great  amount  of  time  and  labor  involved  in  the  discharge  of  the 
duties  of  the  office  of  Secretary  and  Treasurer  and  the  indebtedness  of  the  Associa- 
tion to  those  of  its  members  who  have  generously  consented  to  undertake  these  duties, 
the  Association  desires  to  express  to  Mr.  A.  a!  Young  its  thanks  and  deep  sense  of 
appreciation  of  the  efficient  service  he  has  rendered  as  Secretary  and  Treasurer  for 
the  past  six  years," 

This  resolution  was  adopted  unanimously. 

Professor  F.  A.  Fetter,  chairman  of  the  Committee  on  the  Karelsen  Prizes, 
reported  the  progress  made  in  the  determination  of  the  award  of  that  prize. 

Professor  Irving  Fisher,  chairman  of  the  Nominations  Committee,  re- 
ported the  following  nominations,  together  with  the  recommendation  that  thfi 
President  act  as  chairman  of  the  Program  Committee,  ex  officio: 
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For  President,  Professor  Jacob  H.  Hollander,  Johns  Hopkins  University. 

Vice  President,  Professor  Allyn  A.  Young,  Harvard  University. 

Vice  President,  Robert  S.  Brookings,  St.  Louis,  Mo. 

Secretary  and  Treasurer,  Professor  Ray  B.  Westerfield,  Yale  University. 

Executive  Committee,  Professor  H.  A.  Millis,  University  of  Chicago;  Professor  E. 
M.  Patterson,  University  of  Pennsylvania. 

Editorial  Board,  Professor  O.  M.  AV.  Sprague,  Harvard  University;  Professor 
David  A.  McCabe,  Princeton  University. 

Delegates  to  American  Council  of  Learned  Societies,  Professor  Allyn  A.  Young, 
Harvard  University;   Professor  Henry  B.  Gardner,  Brown  University. 

Program  Committee,  Professor  Horace  Secrist,  Northwestern  University. 

The  report  was  adopted,  and  the  Secretar}'^  instructed  to  cast  the  unani- 
mous vote  of  the  Association  for  the  nominees.  The  Secretary  voted  accord- 
ing to  these  instructions. 

The  Association  then  considered  the  place  of  the  next  Annual  Meeting. 
Invitations  were  announced  from  Pittsburgh,  Pinehurst,  Lexington,  Buffalo, 
Reading,  and  Toronto.  Some  members  expressed  a  desire  to  meet  with  the 
American  Historical  Association;  upon  an  informal  preferential  vote  22 
favored  going  to  Pittsburgh  and  i  favored  meeting  with  the  American  His- 
torical Association. 

Respectfully  submitted. 

Ray  B.  Westerfield,  Secretary. 


REPORT  OF  THE  SECRETARY  OF  THE  AMERICAN  ECONOMIC 

ASSOCIATION  FOR  THE  YEAR  ENDING 

DECEMBER  20,  1920 

The  present  Secretary  of  the  Association  assumed  the  duties  of  the  oflSce 
four  months  ago.  Previous  to  that  time  one  meeting  of  the  Executive  Com- 
mittee had  been  held,  the  following  report  of  which  was  sent  by  Professor 
Allyn  A.  Young. 

The  first  meeting  of  the  Executive  Committee  for  the  year  1920  was  held 
in  Room  425,  Northwestern  University  Building,  Chicago,  on  Saturday, 
May  8,  at  2  P.  M.  There  were  present  Messrs.  Deibler,  Dewey,  Ely,  Field, 
Robinson,  Lutz,  and  Young. 

In  the  absence  of  President  Davenport,  Vice-President  Field  presided. 

It  was  voted  to  ratify  the  informal  ballots  already  taken  by  mail  by  which 
Professor  David  Friday  was  selected  to  represent  the  Association  on  the 
directorate  of  the  National  Bureau  of  Economic  Research,  Inc.,  and  Pro- 
fessors H.  B.  Gardner  and  A.  A.  Young  were  chosen  as  the  Association's 
delegates,  for  the  year  1920,  to  the  American  Council  of  Learned  Societies. 

The  Secretary  presented  a  letter  from  Dr.  H.  J.  Harris,  of  the  Library 
of  Congress,  calling  attention  to  the  desirability  of  the  publication  by  the 
federal  government  of  a  bulletin  in  which  the  official  rulings  and  orders  of 
the  different  branches  of  the  government  should  be  printed.  Discussion  de- 
veloped the  opinion  that  the  matter,  however  important,  was  not  one  in 
which  the  American  Economic  Association  could  properly  take  the  initiative. 
By  vote,  however,  the  President  was  authorized  to  appoint,  if  it  should  seem 
desirable,  one  member  to  represent  the  Association  on  any  committee  includ- 
ing representatives  of  other  societies,  which  might  be  constituted  to  deal 
with  the  matter. 

Various  problems  relating  to  the  Secretaryship  of  the  Association  were 
discussed.  An  opinion  shared  by  several  members  of  the  Committee  was 
that  the  Association  must  eventually  establish  permanent  headquarters  and 
employ  a  Secretary  who  would  give  his  full  time  to  the  work  of  the  Asso- 
ciation. It  was  also  suggested  that  at  some  future  time  the  offices  of  the 
Secretary  and  of  the  Managing  Editor  of  the  American  Economic  Review 
might  advantageously  be  joined. 

The  resignation  of  the  present  Secretary,  which  had  been  tendered  to  the 
Committee  prior  to  the  Annual  Meeting  in  December,  1919,  was  accepted, 
and  Professor  Ray  B.  Westerfield  was  elected  Secretary  and  Treasurer. 
This  change,  it  was  provided,  should  take  effect  at  the  mutual  convenience  of 
the  retiring  Secretary  and  the  Secretary-elect. 

It  was  voted  that  the  next  Annual  Meeting  be  held  on  December  28  to  31, 
inclusive,  of  the  current  year,  with  the  proviso  that  the  first  session  might 
be  held,  if  found  convenient,  on  Monday  evening,  December  27.  With  re- 
spect to  the  place  of  meeting  the  Committee  had  no  decided  preference  as 
between  Washington  and  Atlantic  City.  The  decision  should  hinge,  it  was 
felt,  upon  the  nature  of  the  program  and  the  adequacy  of  the  hotel  accom- 
modations available.  The  matter  was  therefore  left  in  the  hands  of  a 
special  committee,  consisting  of  Vice-President  Field,  the  Chairman  of  the 
Program  Committee,  and  the  Secretary. 

By  vote  of  the  Committee  the  Secretary  was  authorized  to  dispose  of  the 
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Association's  surplus  stock  of  past  Publications  at  such  prices  as  can  be 
secured. 

There  being  no  other  business,  the  Committee  adjourned  at  4.30  P.  M. 

Allyn  a.  Young,  Secretary. 

Pursuant  to  the  above  vote  accepting  the  resignation  of  Professor  Allyn 
A,  Young  and  electing  a  new  Secretary  and  Treasurer,  the  office  effects  were 
transferred  the  second  week  of  August  to  New  Haven,  Connecticut,  where 
Yale  University  has  provided  quarters  free  of  rent  and  other  charges.  The 
new  Secretary  takes  this  occasion  to  thank  Professors  Young,  Dewey,  Field, 
Seligman  and  others  for  their  kindly  help  and  advice  in  making  the  transfer 
and  getting  started. 

Early  in  September  the  Internal  Revenue  Bureau  requested  our  Associa- 
tion to  send  representatives  to  a  conference  at  Washington  for  the  purpose 
of  permitting  the  officials  of  the  Bureau  to  receive  suggestions  and  recom- 
mendations as  to  changes  in  the  forms  and  schedules  for  the  tax  year  1920. 
The  Secretary  suggested  the  names  of  certain  members  who  are  tax  ex- 
perts and  who  were  in  Washington  or  its  vicinity  at  that  time.  Of  those 
suggested.  Professor  A.  M.  Sakolski  attended  the  conference  and  his  report 
is  published  in  the  December  issue  of  the  American  Economic  Review,  pp. 
885-7. 

The  second  meeting  of  the  Executive  Committee  for  the  year  was  held  at 
5 :  30,  December  27,  in  Haddon  Hall,  Atlantic  City.  Those  present  were 
Professors  Davenport,  Deibler,  Dewey,  Ely,  Field,  Fisher,  Gardner,  Taylor, 
Willcox.  and  Westerfield. 

The  minutes  of  the  last  meeting  of  the  Committee  were  read  and  approved. 

The  Secretary  presented  the  question  whether  the  American  Economic 
Association  should  join  the  Personnel  Research  Federation.  It  was  voted 
to  postpone  action  until  the  next  meeting  of  the  Committee  and  to  ask  Pro- 
fessor Barnett  to  meet  with  the  Committee  and  explain  the  place,  purposes, 
and  organization  of  the  Federation. 

Through  the  Germanistic  Society  of  America  certain  German  universities 
have  applied  to  the  American  Economic  Association  to  supply  them,  free  of 
charge,  the  numbers  of  the  American  Economic  Review  which  they  did  not 
receive  during  the  war.  After  consideration  the  Committee  voted  that  the 
Association  is  not  in  a  position  to  grant  the  request  at  this  time. 

The  World  Metric  Standardization  Committee  has  informed  the  American 
Economic.  Association  that  a  bill  is  before  Congress  providing  for  the  grad- 
ual adoption  of  metric  units  of  weights  and  measures  as  the  exclusive 
American  standards  after  a  transition  period  of  ten  years,  and  asked  the 
Association  to  aid  the  cause  by  appointing  a  special  metric  committee  and 
passing  favorable  resolutions.  It  was  voted  by  the  Executive  Committee 
that  the  Association  take  no  action  in  the  matter. 

The  American  Economic  Association  is  a  member  of  the  American  Coun- 
cil of  Learned  Societies  and  is  represented  by  two  delegates.  At  the  May 
meeting  the  Executive  Committee  appointed  Professors  A.  A.  Young  and 
H.  B.  Gardner  to  represent  the  Association  for  the  year  1920.  The  consti- 
tution and  by-laws  of  the  Association  make  no  provision  for  the  method  of 
electing  such  representatives.  It  was  voted  by  the  Executive  Committee  that 
these  representatives  should  be  nominated  by  the  regular  Nominations  Com- 
mittee and  elected  in  the  same  manner  as  the  officers 
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The  following  table  indicates  the  changes  in  the  membership  of  the  Asso- 
ciation during  the  year: 

Members  and  subscribers  in  Deceml)er,  1919    2714 

Annual  members  in  December,  1919    2125 

Members   resigned   in   1920    102 

Removed   for  lack  of  address    19 

Members  dropped  for  non-payment  of  dues   37 

Annual  members  died   23 

181 

1944 
New  members  in  1920    269 

Total  annual  members  in   1920    2213 

Life  members  in  December,  1919   86 

Deaths  of  life  members  reported  in  1920 2 

84 

Honorary  members  in  December  1919    5 

Deaths  of  honorary  members  reported  in  1920  1 

4 

Total  members  in  December,  1920   2301 

Subscribers  in  December,  1919  498 

Subscribers  discontinued  in  1920  55 

443 
New  subscribers  in  1920   122 

Total  subscribers  in  December,  1920   565 

Total  members  and  subscribers  in  December,  1920  2866 

Net  gain  in  members  and  subscribers  in  1920  152 

It  is  a  painful  duty  to  report  the  decease  of  the  following  members  dur- 
ing the  year: 

Avert,  Samuel  P.  -  Mohe,  Lotas 

Beeh,  George  L.  Saxdees,  Frederic  W, 

Bomo,  LuiGi  {Honorary  Member)  Schiff,  Jacob  H. 

Brecher,  G.  a.  ScHjnDDLAPP,  Jacob  G. 

BtTLLARD,   Albert  W,  Schreiter,  Hexry 

DoDDs,  Alexander  Sheffield,  Williaii  P. 

Emepjck,  C.  F.   {lAfe  Member)  Silljiax,  Joseph 

EsTABROOK,  Arthur  F.  Stetsox,  Francis  L. 

Jayne,  Henry  LAB.(2>i7eilfem6er)  Stevens,  Richard 

Jones,  Fred  G.  Stone,  I.  Frank 

JuDsoN,  Frederick  N.  Tho3ipson,  Carl  W. 

LoEWY,  Benno  Vail,  Theodore  N. 

MacClean,  E.  a.  Wilson,   Hugh   M. 

In  closing  his  report,  the  new  Secretary  wishes  to  thank  all  those  persons 
who  have  cooperated  in  the  conduct  of  his  office  and  in  the  preparation  and 
direction  of  the  present  Annual  Meeting. 

Respectfully  submitted. 

Ray  B.  Westerfield,  Secretary. 


REPORT  OF   THE   TREASURER   FOR   THE   YEAR   ENDING 
DECEMBER  20,  1920 

The  following  exhibit  presents  the  cash  receipts  and  expenditures  of  the 
American   Economic  Association   for  the  year   ending  December   20,   1920. 
This  statement  should  be  interpreted  in  connection  with  the  balance  sheet 
and  income  statement  rendered  by  the  Auditing  Committee. 
Cash  Receipts  and  Expenditures 

Cash  on  hand  December  20,  1919   $4,915.62 

Beceipts 

Memberyhip    Dues    $10,234,60 

Subscriptions    2,734.08 

Sales  of  Publications   862.43 

Reprints  of  1919  paid  in  1920  13.40 

Interest    435.41 

Maturing  Bond   1,000.00 

Profit  and  Loss  11-82 

$15,291.74 

: $20,207.36 

Expenditures 

Accounts  of  1919  paid   $1,004.58 

Expenses  of  Executive  Committee  164.48 

Dues  of  Amer.  Council  of  Learned  Societies 110.80 

Furniture  and   Fixtures    46.28 

Paper    Stock    1,853.00 

Publications — 

Review  Printing   $4,099.64 

Review   Editorial    2,622.75 

Review  Expenses  and  Supplies   1,902.84 

$8,625.13 

Proceedings    1,026.94 

Sundry   Publication   Expenses    264.04 

9,916.21 

Secretary's  Office — 

Traveling  Expenses  of  Secretary $150.91 

Office  Salaries    2,391.89 

Stationery   and   Office   Printing 153.88 

Office    Supplies    37.52 

Office   Postage    224.38 

Telephone  and  Telegraph    64.71 

Freight   and   Cartage 248.77 

Annual  Meeting   1919    98.48 

Miscellaneous  Expenses    34.68 

3,405.22 

Insurance    75.25 

Storage  of  Publications   150.00 

$16,725.82 

Cash  on  hand,  December  20,  1920 

Central   Trust   Company $3,023.01 

First  National  Bank   445.86 

Checks  not  deposited  12.67 

3,481.54 

$20,207.36 

The  office  of  the  Treasurer  was  transferred  to  the  present  incumbent  the 
second  week  of  August.  The  transfer  came  at  a  time  when  the  treasury  was 
indeed  in  a  very  poor  condition.  The  deficit  for  1919  had  been  $1700  and 
during  1920  a  very  much  larger  deficit  had  been  accruing.  The  causal  ele- 
ments of  this  increasing  deficit  are  shown  in  the  statistical  tables  which 
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have  been  posted  during  the  Annual  Meeting  on  the  bulletin  board  and  are 
also  evident  in  the  exhibits  of  the  Treasurer  and  of  the  Auditing  Committee. 
The  chief  factors  of  rising  expense  are: 

1.  The  increased  cost  of  paper  for  the  American  Economic  Review  and  other 
pubhcations. 

2.  The  higher  cost  of  printing  our  publications  and  oflSce  stationery. 

3.  The  increase  of  salaries  to  clerical  assistants. 

4.  The  payment  of  travel  expenses  to  members  of  the  Executive  Committee,  which 
was  authorized  at  the  last  Annual  Meeting  and  made  for  the  first  time  this  year. 

5.  The  dues  of  the  Association  to  the  American  Council  of  Learned  Societies, 
which  were  also  paid  for  the  first  time  this  year. 

6.  The  cost  of  moving  the  Secretary's  office  from  Ithaca  to  New  Haven.  By 
reason  of  the  disrupted  condition  of  the  express  and  freight  service,  the  continuity 
of  business  of  the  Secretary's  office  necessitated  the  transportation  of  the  office 
fixtures  and  files  by  motor  vehicle;  this  was  expensive.  The  transfer  of  the  office 
also  required  the  purchase  of  new  stationery,  rubber  stamps,  a  table  and  chair,  etc. 

The  serious  nature  of  the  present  condition  of  the  Treasury  will  be  fur- 
ther stated  by  the  Committee  on  Finance,  which  was  appointed  at  the  last 
Annual  Meeting  and  which  has  made  a  study  of  the  facts  and  has  prepared 
a  set  of  proposals  for  your  consideration. 

The  Treasurer  is  of  the  opinion  that  no  new  burdens  should  be  assumed 
by  the  Association  until  an  excess  of  income  over  expenditure  is  assured. 

Respectfully  submitted. 

Ray  B.  Westerfield,  Treasurer. 


REPORT  OF  THE  AUDITING  COMMITTEE 

New  Haven,  Connecticut,  December  24,  1920. 

To  the  American  Economic  Association: 

Your  committee  has  audited  the  books  of  the  American  Economic  Associa- 
tion for  the  fiscal  year  ended  December  20,  1920.  The  accompanying  in- 
come statement  and  balance  sheet  show  the  results  of  the  year's  transactions 
and  the  financial  status  of  the  Association  as  at  the  date  of  closing.  The 
changes  in  the  surplus  account  are  analyzed  in  the  accompanying  detailed 
statement  of  surplus.  The  exhibits  are  in  our  opinion  correct,  and  we  certify 
that  the  balance  sheet  here  presented  is  in  agreement  with  the  ledger  accounts. 

Respectfully, 

Earl  A.  Saliers, 
Percy  W.  Bidwell, 
John  D.  Hauselein, 

Auditing  Committee. 

Income  Statement 
Ordinary  Income 

Dues    $11,027.62 

Less: 

Det'aulteda    $100.00 

Estimated  Defaulted    500.00 

600.00 

$10,427.62 
Interest    435.41 

$10,863.03 

Ordinary  Outgo 

Office   Salaries    $2,391.89 

Traveling   expenses    150.91 

Stationery  and  Office   Printing    153.88 

Postage 224.38 

Office  Supplies   37.52 

Telephone   and  Telegraph    64.71 

Freight  and  Cartage   248.77 

Annual   Meeting    98.48 

American  Council  Learned  Societies   110.80 

Miscellaneous    34.68 

Expenses  of  Executive  Committee   164.48 

3,680.50 

— -    $7,182.53 

Publication   Outgo 

Printing,  etc $6,656.31 

Editorial   Salary    1,500.00 

Contributional    1,122.75 

Editorial  Expenses  and  Supplies   1,902.84 

Proceedings  and  Handbonlc 1,'486.00 

Sundry  Expenses    264.04 

$12,931.94 

Storage  of  Publications   $150.00 

Insurance    75.25 

225.25 

$13,157.19 


Report  of  Auditing  Committee 


189 


Publication  Income 
Subscriptions    $2,903.58 

TasS* 

Defaulted3    $85.00 

Estimated  Defaulted   50.00 

— 135.00 


Sales  of  Publications 


2,768.58 
839.48 


3,608.06 


Excess  of  Publication  Outgo  9,549.13 


Net  Deficit  for  year  

2  Due  from  members  for  1920  publications. 

3  Due  from  subscribers  for  1920  publications. 


$2,366.60 


Balance  Sheet  as  at  December  20,  1920 


Assets 
Cash  on  Hand  and  in  Bank. . .      $  458.53 
Cash  in  Savings  Account: 
Central     Trust     Co.,     Cam- 
bridge, Mass 3,023.01 

Investments: 
United    Fruit    Co. 
4y2's  of  1923. 


Liabilities 
Membership  Dues  Prepaid. 

Accounts  Payable  

Life  Memberships   

Prize   Fund   Reserve    

Surplus  


$  289.75 
1,104.94 
1,300.00 
1,500.00 
5,441.38 


2d  Liberty  Loan. 
3d  Liberty  Loan. 
Victory  Loan   . . . 


$1,000.00 
1,000.00 
1,000.00 
1,000.00 


Membership  Dues 

Receivable    $1,710.00 

Less    Reserve    for 
Mem.  Dues  Rec,       500.00 

Accounts  Receivable.      $245.64 
Less    Reserve    for 
Bad       Accounts 
Receivable    50.00 


Paper  Stock   , 

Furniture  and  Fixtures 


4,000.00 


1,210.00 


195.64 
44651 
302.68 

$9,636.07 
SuHPLua  Account 


Balance,  December  18,  1919 
Miscellaneous   Credits — Net 


Defaulted  Membership  Duesi   $303.75 

Uncollectible  Accouints  Receivablei    66.86 


$9,636.07 


$7,505.29 
673.30 

$8,178.59 


Net  Deficit,  1920    

Surplus,  December  20,  1920   . . . 
1  Accounts  of  1919  and  prior. 


370.61 

$7,807.98 
2,366.60 

$5,441.38 


REPORT  OF  THE  MANAGING  EDITOR  OF  THE  AMERICAN 

ECONOMIC  REVIEW  FOR  THE  YEAR 

ENDING  DECEMBER,  1920 

The  cost  of  the  Review  during  the  past  year  has  been  $9,734.18  as  com- 
pared with  $9,454.77  for  1919  and  $7,694.06  for  the  pre-war  year  1916. 
By  principal  items  the  cost  has  been  as  follows: 

Salary  of  editor   $1500.00 

Payments  to  contributors 1122.75 

Clerical   assistance    1595.64 

Supplies    307.20 

Printing  (including  paper) 6656.31 


$11,181.90 

The  principal  change  has  been  in  the  printing  cost.  Outside  of  paper 
cost,  the  expenditure  for  printing  during  the  past  year  has  been  $5198.08  as 
compared  with  $4123.75  in  1919.  As  this  matter  is  discussed  in  the  report 
of  the  special  committee  on  finances  of  the  association,  no  further  reference 
need  be  made  at  this  time. 

There  has  been  no  change  in  the  make-up  of  the  Review,  the  space  given 
to  leading  articles,  reviews,  periodicals,  abstracts,  etc.,  being  about  the  same 
as  in  previous  years.  The  total  number  of  pages  printed  was  936  as  com- 
pared with  948  in  1919. 

There  have  been  two  changes  in  the  staff  for  the  preparation  of  periodical 
abstracts.  Professor  Walton  H.  Hamilton,  of  Amherst  College,  has  un- 
dertaken the  work  of  abstracting  articles  in  theory,  succeeding  Dr.  Arthur 
N.  Young;  and  Professor  David  A.  McCabe,  of  Princeton  University,  has 
succeeded  Dr.  George  E.  Barnett  in  summarizing  current  material  on  labor. 

The  following  persons  have  served  as  editors:  Professor  G.  E.  Barnett 
and  Dr.  Lewis  H.  Haney,  whose  terms  expire  this  year;  Professor  A.  E. 
Cance  and  Professor  W.  E.  Hotchkiss,  whose  terms  expire  in  1921 ;  and 
Professor  Julius  H.  Parmelee  and  Professor  Carl  C.  Plehn,  whose  terms 
expire  in  1922. 

During  the  past  year  99  persons  have  cooperated  in  writing  for  the  Re- 
view, including  leading  articles,  communications,  reviews,  document  notes, 
and  periodical  abstracts. 

Appended  are  comparative  tables  showing  the  distribution  of  contents  and 
cost  by  principal  items,  in  continuation  of  tables  previously  given. 

Davis  R.  Deavey, 

Managing  Editor. 
Table  1. — Pages  Given  to  Each  Section 


Tear 

Leading 
Articles 

Reviews 

New 
Books 
Listed 

Docu- 
ments, 
Repts.,etc. 

Periodical 
Abstracts 

Notes 

Doct. 
Diss. 

Totals 

1911 

342 

304 

62 

89 

133 

40 

8 

878 

1912 

291 

298 

101 

110 

186 

41 

11 

1038 

1913 

847 

2G8 

104 

141 

1C.7 

43 

8 

1078 

1914 

327 

243 

136 

113 

166 

35 

10 

1030 

1915 

314 

257 

90 

142 

144 

42 

14 

1003 

1916 

388 

256 

91 

90 

140 

46 

13 

1024 

1917 

378 

192 

110 

127 

120 

42 

15 

984 

1918 

372 

167 

91 

112 

99 

41 

17 

906 

1919 

373 

163 

164 

103 

95 

47 

12 

948 

1920 

887 

109 

155 

98 

122 

42 

15 

936 
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Table  2. — Number  of  Items  in  Each  Section 


Leading 

New   Books 

Document 

Periodical 

Year 

articles 

Reviews 

listed 

notes 

abstracts 

1911 

21 

207 

785 

27 

1074 

1912 

17 

213 

1452 

32 

1727 

1913 

20 

198 

1416 

42 

1877 

1914 

20 

145 

1575 

33 

2021 

1915 

16 

135 

1062 

29 

1758 

1916 

24 

143 

1024 

22 

1586 

1917 

20 

100 

1156 

25 

1441 

1918 

22 

64 

923 

27 

1264 

1919 

22 

76 

1471 

21 

1295 

1920 

22 

42 

1690* 

17 

1626 

*  Of  which  63  were  briefly  reviewed. 


Table  3. — Percentage  Given  to 

Each  Section 

Year 

Leading 
Articles 

Reviews 

New 
Books 
Listed 

Docu- 
ments, 
Repts.,etc. 

Periodical 
Abstracts 

Notes 

Doctoral 
Disserta- 
tions 

1911 

34.9 

31.0 

6.2 

9.1 

13.4 

4.0 

.8 

1912 

28.0 

28.7 

9.6 

10.6 

17.9 

4.0 

1.0 

1913 

32.2 

24.9 

9.6 

13.0 

15.5 

4.0 

.7 

1914 

31.8 

23.6 

13.2 

11.0 

16.1 

3.4 

.9 

1915 

31.3 

25.7 

9.0 

14.2 

14.4 

4.2 

1.3 

1916 

37.9 

25.0 

8.9 

,  8.8 

13.7 

4.5 

1.2 

1917 

37.4 

19.7 

11.1 

12.9 

12.2 

4.2 

1.2 

1918 

41.1 

17.3 

10.2 

12.4 

11.0 

4.6 

1.7 

1919 

39.2 

17.1 

16.2 

11.4 

10.0 

4.9 

1.2 

1920 

41.1 

11.4 

16.3 

10.3 

13.2 

6.2 

1.5 

REPORT  OF  THE  SPECIAL  COMMITTEE  ON  THE  FINANCES  OF 
THE  AMERICAN  ECONOMIC  ASSOCIATION 

In  the  spring  of  1920  the  financial  outlook  of  the  Association  became  so 
dubious  that  a  special  committee  was  appointed  to  consider  the  matter. 
Since  that  time,  the  situation  has  become  distinctly  worse.  At  the  end  of 
the  year  1918  there  was  a  small  annual  surplus,  but  in  the  year  1919  the 
deficit  amounted  to  almost  $1700  and  in  the  year  1920  it  will  amount  to  a 
little  over  $2300.  In  order  to  pay  our  bills  we  have  been  compelled  virtu- 
ally to  exhaust  our  balance  at  the  bank. 

The  situation  may  be  put  succinctly  as  follows: 

Between  1915  and  1920  our  membership  rose  from  2444  to  2866  and  our 
total  income  rose  almost  $2000,  namely  from  $12,581  to  over  $14,470.  As 
against  this  growth  in  our  revenues,  our  total  expenses  have  increased  by 
almost  $6000,  namely,  from  $10,921  in  1915  to  $16,726  in  1920. 

The  increase  in  the  expenditures  is  due  in  part  to  the  office  expenses,  such 
as  salaries,  postage,  and  the  like;  but  in  far  greater  part — over  five-sixths — 
to  the  publication  expenses.  The  office  expenses  increased  from  $2858  in 
1915  to  $3569  in  1920  or  about  $700.  The  publication  expenses,  on  the 
other  hand,  rose  about  $5000.  Of  the  publication  expenses  again,  the  over- 
whelming part  was  due  to  increased  cost  of  paper  and  printing.  The  exact 
figures  are  set  forth  in  detail  in  the  appendix  herewith. 

The  committee  approached  the  subject  first  from  the  point  of  view  of  a 
possible  decrease  in  expense.  We  have  come  to  the  conclusion  that  it 
would  be  unwise  to  make  any  pronounced  change  in  the  publications.  It 
is  possible  somewhat  to  reduce  the  size  of  the  Proceedings  by  including 
certain  papers  and  perhaps  even  certain  discussions  in  the  regular  num- 
bers of  the  Review.  It  is  furthermore  possible,  without  any  serious  loss, 
slightly  to  reduce  the  total  number  of  pages  of  the  Review.  We  prefer, 
however,  not  to  make  any  definite  recommendation  as  to  what  is  on  the  whole 
a  doubtful  policy,  and  content  ourselves  here  with  the  suggestion  that  this 
matter  be  brought  to  the  attention  of  the  editorial  committee. 

At  best,  however,  only  a  slight  saving  can  be  expected  from  this  source. 
Inasmuch  as  there  seems  to  be  no  immediate  likelihood  of  any  substantial 
reduction  in  the  other  office  expenses,  we  are  therefore  confronted  by  the 
necessity  of  increasing  the  revenue  rather  than  reducing  expenses. 

There  are  only  three  ways  in  which  the  revenue  can  be  augmented:  from 
the  income  of  a  permanent  fund;  from  an  increase  in  membership;  or,  from 
an  advance  in  the  membership  dues. 

It  would,  of  course,  be  in  every  way  desirable  if  a  substantial  endow- 
ment fund  could  be  secured.  We  believe  that  such  an  endowment  is  by  no 
means  impossible  of  attainment  if  a  careful  and  well-considered  movement 
for  this  purpose  were  launched.  But  we  think  that  at  this  particular  junc- 
ture, when  the  country  is  confronted  by  a  period  of  falling  prices,  the  out- 
look would  be  unpropitious.  While  reserving  this  expedient  for  what  we 
hope  is  not  a  very  distant  future,  we  cannot  bring  ourselves  to  recommend 
the  adoption  of  this  plan  at  present. 

It  is  quite  otherwise,  however,  with  a  campaign  to  increase  membership. 
At  various  periods  in  our  history  a  systematic  campaign  has  been  inaugu- 
rated with  successful  results.  There  is  no  reason  why  a  new  campaign 
should  not  promise  even  better  results.     In  academic  circles  there  are  still 
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many  of  the  younger  members  of  the  departments  of  economics  and  political 
science  who  are  not  members  of  the  Association;  and  there  is  no  reason  why 
among  more  mature  students,  both  undergraduate  and  graduate,  a  very  large 
number  should  not  be  persuaded  to  join.  Moreover,  in  non-academic  circles, 
we  have  only  to  point  to  the  success  of  systematic  attempts  to  increase 
membership  on  somewhat  modern  and  new  lines  that  have  been  made  by 
some  of  our  sister  associations.  We  believe,  however,  that  the  responsibility 
for  such  a  drive  to  secure  new  members  should  not  be  put  upon  the  Secre- 
tary. He  is  already  quite  fully  occupied  in  attending  to  the  current  busi- 
ness of  the  Association.  We  believe  that  if  a  special  committee  of  ener- 
getic and  loyal  members  were  appointed,  for  this  express  purpose,  and  with 
power  to  add  to  their  numbers  so  that  there  would  be  a  representative  in 
every  large  university,  as  well  as  in  every  important  non-university  city, 
much  could  be  accomplished.  It  is  not  at  all  unlikely  that  such  a  campaign 
would  bring  us  within  a  comparatively  short  time  at  least  several  hundred 
new  and  permanent  members. 

Our  first  recommendation  therefore  is  that  the  Association  appoint  a 
special  committee  of  three  on  membership,  with  power  to  add  to  their  num- 
bers. We  recommend  that  an  appropriation  not  to  exceed  $1000  for  the 
year  1921  be  made  to  cover  the  expenses  of  this  committee  and  we  recom- 
mend that  this  committee  keep  in  close  touch  with  the  Secretary. 

Even  at  best,  however,  it  will  be  some  time  before  the  results  of  the  work 
of  this  committee  become  apparent.  It  is  necessary  therefore  to  provide 
for  an  immediate  replenishment  of  the  depleted  exchequer  of  the  Associa- 
tion and  to  assure  a  surplus  instead  of  a  deficit. 

In  considering  this  aspect  of  the  matter,  we  have  been  influenced  by  the 
above  analysis  of  the  expenses,  showing  that  about  two-fifths  of  the  entire 
increase  in  the  publication  expenses  has  been  due  to  the  increase  of  the 
cost  of  paper.  While  we  believe  that  the  prices  of  paper  will  not  soon 
revert  to  the  pre-war  level,  we  do  look  forward  to  a  substantial  fall  in 
prices  in  the  not  distant  future.  We  consider  it  not  impossible  that  some 
of  the  other  publication  expenses  may  also  suffer  a  reduction  before  very 
long.  A  part,  therefore,  of  our  difficulties  is  due  to  a  temporary  situation 
which  will,  in  all  likelihood,  be  relieved  before  very  long;  but  another  part 
is  due  to  the  more  permanent  changes  in  the  general  price  level. 

The  exact  weight  to  be  attached  to  each  of  these  considerations  is  diflicult 
to  determine.  While  we  are  convinced  that  a  permanent  addition  to  our 
revenues  is  imperative,  we  feel  that  a  definite  increase  of  the  annual  mem- 
bership fee  ought  to  be  postponed  until  after  it  has  become  possible  to  esti- 
mate the  weight  of  the  more  temporary  factors.  We  have  therefore  decided 
to  make  at  this  point  two  recommendations. 

In  the  first  place,  we  recommend  that  voluntary  contributions  be  invited 
from  all  our  members,  including  our  life  members,  the  invitation  to  sub- 
scribe being  accompanied  by  a  succinct  explanation  embodying  the  above 
facts. 

In  the  second  place,  we  recommend  that  there  be  imposed  upon  each  mem- 
ber (but  not  upon  subscribing  public  libraries)  an  assessment  of  $2.50  for 
the  year  1921. 

This  assessment  ought  to  be  accompanied  with  a  notice  calling  attention  to 
the  fact  that  if,  as  is  hoped,  the  general  price  level  and  especially  the  price 
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of  paper  should  fall  in  the  immediate  future,  the  assessments  for  the  suc- 
ceeding years,  or  the  incorporation  of  the  assessment  into  the  permanent 
annual  dues,  may  be  expected  to  be  substantially  reduced. 

We  are  of  the  opinion  that  even  though  the  assessment  may  slightly  di- 
minish our  membership,  the  proceeds  of  the  assessment,  together  with  the 
yield  of  the  voluntary  contribution,  will  suffice  to  enable  us  to  pay  our  cur- 
rent bills  in  1921  and  to  reconstitute  the  permanent  balance  upon  which  we 
have  been  compelled  to  trench. 

We  further  recommend  that  this  matter  be  kept  under  advisement  by  the 
Executive  Committee  and  that  it  be  carefully  considered  in  the  autumn  of 
1921  so  that  a  recommendation  as  to  the  definitive  policy  of  the  Association 
may  be  made  at  the  1921  meeting.  If  the  expectations  of  the  committee  as 
to  the  price  changes  and  as  to  the  success  of  the  membership  committee  are 
realized,  it  may  become  possible  to  finance  the  Association  permanently  with 
an  increase  of  annual  dues  to  $6.  If  the  membership  committee  should  be 
successful  in  increasing  the  membership  of  the  Association,  it  may  even  be- 
come possible  to  continue  without  any  permanent  increase  in  dues.  On  the 
other  hand,  if  our  expectations  are  not  met,  or  if  the  situation  should  change 
in  other  respects,  it  may  become  necessary  to  increase  dues  to  $7.50,  or 
even  to  a  larger  figure. 

Inasmuch  as  we  have  recommended  an  attempt  to  secure  new  members,  the 
question  arises  as  to  whether  the  efforts  of  the  membership  committee  would 
be  impeded  or  even  frustrated  by  the  imposition  of  an  assessment.  It  is 
therefore  recommended  that  the  propriety  of  exempting  from  assessment 
new  members  secured  during  the  year  1921  through  the  efforts  of  the  mem- 
bership committee  be  left  to  the  committee  on  membership  with  power. 

With  the  adoption  of  the  recommendations  mentioned  above  we  may  look 
forward  to  the  immediate  future  without  anxiety. 

Edwin  R.  A.  Seligman, 
Allyn  a.  Young, 
William  F.  Gephart, 
Davis  R.  Dewey, 
Ray  B.  Westerfield. 
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THE  E.  A.  KARELSEN  PRIZES 

In  1918,  when  the  numerous  drives  for  war  purposes  were  occupying 
much  thought  and  interest  Mr.  E.  A.  Karelsen  submitted  to  the  Ameri- 
can Economic  Association  a  proposal  to  offer  the  sum  of  $1500,  to  be 
given  as  prizes  for  the  best  essays  on  the  subject,  "What  can  a  man 
afford?"  After  much  thoughtful  interchange  of  views  between  Mr. 
Karelsen  and  various  prominent  members  of  the  Association,  the  offer 
was  accepted  by  the  Executive  Committee,  and  approved  by  the  As- 
sociation at  its  meeting  in  December,  1918. 

The  Committee  appointed  by  President  Gardner  to  arrange  the  de- 
tails of  the  contest  and  to  make  the  award  consisted  of  Mrs.  Irene  Os- 
good Andrews,  Assistant  Secretary  of  the  American  Association  for 
Labor  Legislation,  James  H.  Tufts,  Professor  of  Philosophy,  Univer- 
sity of  Chicago,  and  Frank  A.  Fetter,  Professor  of  Political  Economy 
in  Princeton  University,  Chairman. 

The  purpose  of  the  author  and  the  subject  of  the  competition  were 
finally  announced  in  these  words,  taken  from  the  donor's  letter : 

"In  my  limited  experience  in  soliciting  contributions  for  altruistic 
purposes,  I  have  frequently  been  met,  as  many  others  have  been  met, 
with  the  statement :  'I  am  giving  all  I  can  afford,'  and  it  has  seemed  to 
me  that  if  some  answer  could  be  found  to  the  question  'What  can  a 
man  afford.?'  great  good  would  be  accomplished,  as  most  men  desire  to 
do  their  duty.  I  fully  realize  that  the  answer  must  be  elastic  and  that 
the  maximum  each  must,  to  a  large  extent,  decide  for  himself;  but  there 
must  be  some  minimum  below  which  no  man  should  dare  go. 

"It  seems  to  me  that  a  nation-wide  discussion  of  this  subject  would 
do  untold  good  and  would  possibly  bring  forth  an  answer  that  no  one 
has  yet  conceived  of." 

The  date  fixed  for  the  submission  of  the  papers  was  October  1,  1920. 
The  first  prize  was  to  be  $1000  and  the  second  prize  $500.  No  definite 
length  was  prescribed  for  the  essays,  but  it  was  suggested  that  each 
would  constitute  a  small  monograph  of  from  7500  to  25,000  words. 

Wide  interest  evidently  was  aroused  in  the  contest  and  many  news- 
papers called  attention  to  it.  Not  reckoning  a  number  of  brief  answers, 
some  of  them  hardly  more  than  epigrams,  that  were  sent  to  the  office 
of  the  Secretary,  there  were  some  forty  serious  papers  submitted  in 
competition.  The  task  of  reaching  a  decision  was  not  an  easy  one,  but 
finally  the  three  judges  independently  and  unanimously  agreed  upon  the 
best  three  papers.  The  final  ranking  of  these  was  still  more  difficult, 
but  resulted  in  the  award  of  the  first  prize  to  the  paper  by  Dorothy 
and  Paul  H.  Douglas,  of  the  second  prize  to  the  paper  by  Carl  S. 
Joslyn,  and  of  honorable  mention  to  the  paper  by  Miss  LUlian  Brandt. 
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The  judges  were  "impressed  with  the  amount  of  work  which  had  been 
put  on  many  of  the  papers,"  especially  by  the  three  named  in  the  award. 
As  the  writer  has  stated  elsewhere :  "the  three  essays  exhibited  a  certain 
likeness  in  their  scholarly  ordering  of  materials,  but  each  shone  with 
some  distinctive  merits." 

Among  the  various  considerations  that  entered  into  the  final  choice 
were  the  wording  of  the  prize  offer  which  seemed,  as  one  judge  expressed 
it,  to  call  for  "rather  definite  suggestions  and  not  merely  a  statement 
of  general  principles."  The  first  prize  paper  "showed  an  effort  both  to 
ascertain  what  is  needed  and  what  the  different  groups  can  afford  to 
contribute." 

It  may  be  that  the  hope  of  the  donor  has  not  been  fully  realized,  and 
that  no  entirely  novel  answer  has  been  found,  hitherto  never  conceived. 
But  the  competition  has  been  in  many  ways  fruitful.  It  has  served  to 
formulate  more  clearly  the  problem  of  the  individual's  duty  to  share 
his  prosperity  with  the  group.  It  has  brought  forth  and  assembled 
many  facts  bearing  upon  the  problem.  The  solutions  offered  may  not 
be  final,  but  like  the  prohibition  law,  they  are  both  sobering  and  stimu- 
lating. 

The  American  Economic  Association  is  now  publishing  the  two 
essays  which  received  first  and  second  prizes,  respectively,  in  the  belief 
that  the  discussions  are  worth  the  most  serious  attention,  and  will  in- 
terest a  wide  circle  of  thinkers  in  the  field  of  social  work  and  social 
philosophy.  The  admirable  paper  that  received  honorable  mention  has 
already  been  published  as  a  separate  monograph,  under  the  title  "How 
much  shall  I  give?"  by  the  Frontier  Press,  New  York  City. 

Frank  A.  Fetter, 

Chairman  of  Committee  on  Awards. 
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WHAT  CAN  A  MAN  AFFORD? 

Paul  and  Dorothy  Douglas 

CHAPTER  I 

Statement  of  the  Problem 

In  these  days  of  multitudinous  "drives"  for  philanthropic  purposes 
every  thoughtful  man  has  had  to  ask  himself  "How  much  can  I  afford 
to  give?"  and  in  some  rough-and-ready  fashion  he  has  had  to  answer 
the  question  for  himself.  But  in  its  wider  bearings  his  problem  be- 
comes so  enormously  complex  that  our  only  hope  of  an  ultimate  solu- 
tion for  it  is  to  generalize  his  situation  and  see  what  might  reasonably 
be  expected  of  the  givers  of  our  country  as  a  whole.  To  do  this  we 
must  begin  by  facing  the  difficulties,  psychological  and  conventional, 
that  stand  in  the  way  of  the  "average"  man's  giving  at  all. 

First  as  to  psychological  presuppositions: — (a)  It  is  not  to  be  as- 
sumed that  the  ordinary  giver  will  feel  the  needs  of  others  within  reach 
of  his  aid  quite  so  strongly  as  he  does  his  own  or  those  of  his  imme- 
diate family  circle,  (b)  It  is,  however,  to  be  assumed  that  he  feels 
their  needs  genuinely  and  seriously,  that  he  would  help  them  if  he 
could,  and  that  it  is  a  general  sense  of  uncertainty,  remoteness  and 
inadequacy,  that  keeps  him  from  giving  up  to  the  limit  of  his  powers, 
rather  than  any  ingrained  hardness  of  heart.  It  is  assumed,  in  other 
words,  that  an  attitude  toward  his  possessions  and  toward  his  fellow- 
men,  best  expressed  by  the  Christian  terms  "stewardship"  and  "brother- 
hood," is  not  beyond  him :  so  that  he  would  be  mortified  to  devote  him- 
self to  the  satisfaction  of  his  own  superfluous  wants  ahead  of  the  cry- 
ing necessities  of  others,  provided  he  were  clear  in  his  own  mind  that 
the  relation  between  the  two  was  simple  and  direct,  uncomplicated  by 
further  considerations  of  pubHc  policy  and  the  duty  of  other  givers. 
As  a  matter  of  fact,  however,  a  whole  series  of  such  conventional  consid- 
erations do  habitually  hamper  the  "average"  giver. 

1.  The  first  difficulty  presenting  itself  is  the  widespread  belief  that 
luxurious  expenditure  is  intrinsically  a  good  and  necessary  thing,  and 
that  therefore,  for  the  sake  of  public  policy,  giving  must  not  be  al- 
lowed to  interfere  with  it. 

a)  The  simplest  and  most  naive  form  of  this  belief  is  known  to  econo- 
mists as  the  "make-work"  argument.  The  idea  is  that  the  production 
of  luxuries  gives  employment  to  labor  greater  than  could  he  secured  in 
any  other  way.  The  qualifying  phrase  in  this  statement  is  enough  to 
reveal  its  absurdity,  but  of  course  most  exponents  of  the  doctrine  do 
not  go  so  far  as  to  qualify  or  compare:  they  are  thinking  of  this 
method  of  employing  labor  alone,  forgetting  that  investments  and  even 
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gifts  involve  the  utilization  of  machinery  and  labor,  and  usually  to  far 
more  useful  purposes — since  the  goods  which  they  produce  do  not  pass 
away  in  the  using,  but  will  serve  still  further  to  stimulate  labor  and 
machinery,  human  efficiency  and  mechanical  efficiency.  Doubtless  the 
make-work  argument  will,  however,  continue  to  wield  its  influence  for 
many  years  to  come,  since,  as  Bastiat  points  out,  the  labor  employed 
on  objects  for  personal  consumption  is  clearly  seen  by  all,  while  labor 
employed  as  a  result  of  investment  (or  charity)  is  not  seen. 

b)  Another,  more  subtle,  form  of  luxury  belief  is  expressed  in  the 
formula  "The  best  is  none  too  good,"  meaning  that  an  object  of  beauty 
or  significance  is  its  own  sufficient  justification — that  its  creation  is 
preferable  to  the  multiplication  of  the  "common,"  ordinary,  inartistic 
goods  and  services  of  mankind.  An  orchid,  that  is,  would  be  preferable 
to  a  scraggy  row  of  school  gardens.  Here  again  the  argument  spells 
its  own  downfall  when  once  it  is  stated  with  sufficient  baldness.  Few 
of  us  would  maintain  that  the  orchid  was  really  and  permanently  pre- 
ferable provided  the  scJiool  gardens  could  not  he  kept  up  too.  But  of 
course  the  underlying  assumption  of  this  as  of  the  previous  luxury 
argument,  is  that  in  some  mysterious  way  there  still  is  and  will  be 
enough  to  go  round.  The  real  answer  to  such  assumptions  must  con- 
tinue to  be  "the  niggardliness  of  Nature"  as  the  English  classical 
economists  loved  to  call  it,  or  rather,  our  as  yet  imperfect  control  of 
nature  and  society. 

William  Smart  states  the  case  succinctly  when  he  says^  "The  total 
amount  of  income  we  as  a  community  yet  have  is  so  small  that  any  un- 
due consumption  by  individuals  must  put  a  painful  limit  not  only  to  the 
luxuries  but  even  to  the  necessities  of  the  many.  The  question  of  the 
right  to  consume,  in  fact,  would  not  emerge  but  for  one  thing:  the 
world  is  yet  poor.  ...  If  we  abstain  from  luxuries  it  should  not  be 
on  any  false  ground  that  luxuries  in  themselves  are  culpable,  but  on 
the  real  economic  ground  that  there  are  not  luxuries  enough  to  gp 
round."^ 

It  is  with  this  principle  in  mind  that  E.  J.  Urwick^  of  the  Univer- 
sity of  London  takes  as  his  definition  of  luxurj^  the  excessive  using  up 
of  goods  and  services,  and  for  a  measuring-rod  of  such  excess  bids  his 
readers  use  the  average  family  income  of  the  United  Kingdom,  scrutiniz- 
ing carefully  all  personal  expenditures  that  prove  to  be  hugely  in  ex- 
cess of  it. 

c)  More  reasonable  than  cither  of  the  preceding  arguments  In  favor 

1  William  Smart,  Studies  in  Economics,  pp.  300-301. 

2  Contrast    with   this   temperate    statement    the    confused    invective    of    Emile    de 
Lavelej'e's  Luxury. 

3  E.  J.  Urwick,  Luxury  and  Waste  of  Life,  Fisher  Unwin,  London,  1909. 
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of  luxury,  is  the  whole  group  of  what  might  be  called  the  "industrial 
progress"  arguments.  They  are  somewhat  involved,  but  may  perhaps 
be  untangled  into  at  least  three  strands,  as  follows:  (1)  The  argu- 
ment that  the  experimentation  with  luxuries  by  the  few  serves  to  in- 
troduce new  goods  which  ultimately  become  part  of  the  standard  of 
living  of  the  mass;  (2)  that  the  hope  of  obtaining  luxuries  increases 
the  incentive  to  effort  for  the  mass  of  workers;  and  (3)  that  the  stimu- 
lus of  luxury  leads  to  improvements  in  production  itself. 

Let  us  consider  these  points  in  turn.  In  the  first  place,  it  is  prob- 
able that  early  experimentation  by  the  relatively  wealthy  with  such 
luxuries  as  bath  tubs  and  electric  lights  did  lead  to  their  being  ap- 
proved and  ultimately  adopted  by  society  in  general.  In  so  far  forth 
luxury  did  at  one  time  perform  a  useful  service.  Merely  initiating 
even  a  desirable  novelty  in  consumption,  however,  does  not  thereby  en- 
able the  mass  to  secure  it.  The  new  good  can  only  be  generally  ob- 
tained if  a  sufficient  supply  of  labor  is  diverted  to  produce  it  on  a  large 
scale.  Yet  the  impetus  toward  luxury  is  cumulative,  and  luxury  uses 
up,  upon  a  few,  labor  that  could  be  utilized  by  the  many,  and  thus 
throws  a  barrier  in  the  way  of  the  many  securing  the  very  innovation 
it  has  produced.  Hence  it  is  probable  that  what  is  needed  today  is 
not  so  much  the  invention  of  new  forms  of  consumption  as  the  demo- 
cratization of  those  forms  now  accessible  to  only  the  few. 

What  then  of  the  argument  that  the  hope  of  securing  future  luxury 
makes  men  work  harder.?  Here  again  there  is  some  truth,  but  it  is 
greatly  exaggerated.  Undoubtedly  the  man  in  the  street  (and  for  that 
matter  the  man  in  the  counting-house)  would  slacken  his  efforts  if  he 
saw  before  him  a  lifetime  of  absolute  equality,  of  inevitable,  complete 
and  nation-wide  sameness  of  expenditure.  But  of  course  no  such  rigor- 
ous regimentation  is  intended  by  any  sensible  opponent  of  luxury.  The 
question  is  rather,  What  economic  purpose  is  served  by  the  great, 
glaringly  conspicuous  disparities  of  our  modem  life?  Do  they  not 
serve  to  discourage  and  embitter  our  lower  economic  groups  rather 
than  to  incite  them  to  harder  work?  As  Urwick  points  out,  the  com- 
forts of  the  class  just  above  his  are  a  far  better  stimulus  to  the  artisan 
than  are  the  luxuries  of  those  far  beyond  him :  the  desire  for  the  marble 
palace  is  not  so  strong  as  the  hope  of  a  bungalow  and  strip  of  ground. 
At  the  other  end  of  the  scale,  where  we  have  the  very  wealthy,  it  is  hardly 
necessary  to  point  out  that  the  incentive  to  extraordinary  eff^ort  is  more 
apt  to  be  the  desire  to  make  one's  mark,  to  create  new  values,  to  wield 
great  power  and  influence,  than  the  desire  to  excel  in  consumption  pure 
and  simple. 

Finally  we  may  briefly  dismiss  the  contention  that  lavish  spending 
causes  improvements  in  the  general  technique  of  production.     This  is 
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true  only  in  the  most  limited  degree.  The  evidence  indeed  is  all  the 
other  way.  Perfections  in  industrial  method  are  ordinarily  brought 
about  by  the  demands  of  mass  production,  not  by  the  vagaries  of  the 
individual  consumer.  The  business  that  is  to  be  highly  organized  must 
first  be  large-scale;  the  labor  that  is  to  be  replaced  by  automatic  ma- 
chinery must  first  be  doing  standardized  tasks.  Such  business  and  such 
kinds  of  labor  are  found  in  the  great  basic  industries  of  our  country. 
But  the  pressure  of  luxurious  demand  is  headed  steadily  in  the  oppo- 
site direction — toward  the  "choice,"  the  rare,  the  continuously  varying, 
the  hand-made.  This  is  undoubtedly  one  of  the  reasons  why  France, 
the  great  producer  of  luxuries,  is  so  retarded  industrially  as  compared 
with  England  and  the  United  States. 

There  is  then  no  sound  argument  for  the  perpetuation  of  extremes  of 
luxury  in  our  American  standards  of  life.  Indeed  to  the  main  objec- 
tion cited  above,  that  luxurious  expenditures,  however  harmless,  directly 
involve  a  wasteful  using  up  of  our  all-too-scanty  stock  of  goods  and 
services,  may  be  added  the  further  objection  that  it  indirectly  spreads 
an  unhealthy  spirit  of  emulation  and  ostentation  throughout  society — 
a  spirit  that  breeds  ever-increasing  degrees  of  waste.  The  individual 
choice  of  the  person  of  taste  becomes  the  standard  of  respectability 
blindly  followed  by  the  many.  As  such  it  rapidly  loses  all  its  original 
significance  and  comes  to  be  valued  merely  for  the  amount  of  expendi- 
ture it  represents — so  that  we  soon  have  the  competition  of  ostentations 
so  ably  set  forth  in  Veblen's  phrases,  "conspicuous  waste"  and  "con- 
spicuous leisure."  Meanwhile  the  original  setters  of  fashion,  recoiling 
from  the  rush  of  their  imitators,  instinctively  seek  for  new  and  yet 
more  inaccessible  (or,  as  Veblen  would  say,  uncontaminated)  fields  of 
choice.  This  promptly  compels  a  further  change  of  consumption  by 
the  lower  classes  in  order  that  they  may  keep  pace,  and  the  \icious 
circle  begins  anew.  All  classes  are  thus  led  to  neglect  the  more  sensible 
goods  of  life  and  to  concentrate  their  energies  upon  the  satisfaction  of 
mere  vanities. 

2.  The  second  great  obstacle  in  the  way  of  open-hearted  giving  is 
the  vague  fear  that,  though  the  needs  under  consideration  are  real, 
charity  is  not  the  best  way  to  meet  them.  This  fear  also  takes  many 
forms.  Thus  the  staunch  individualist  may  not  believe  in  gifts  for  the 
purpose  of  public  education,  on  the  ground  that  what  the  country  needs 
is  the  development  of  greater  parental  responsibility;  the  ardent  so- 
cialist may  agree  with  his  objection,  but  on  the  ground  that  this  func- 
tion should  be  taken  over  by  the  state  and  paid  out  of  taxes ;  while  the 
hard-headed  business  man  may  believe  that  the  country's  first  need  to- 
day is  for  a  greater  supply  of  capital  goods — that  until  that  is  as- 
sured by  an  increasing  body  of  solid  investments,  the  rising  generation 
must  wait. 
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Taking  these  arguments  in  reverse  order  and  applying  them  as  we 
must  to  the  cause  of  benevolence  in  general,  not  to  any  single  set  of 
charitable  objects,  we  may  meet  them  as  follows: 

a)  The  investment  argument — or  the  theory  that  the  surplus  over 
personal  expenditures  should  be  used  to  produce  further  capital  goods, 
rather  than  to  alleviate  need  directly. 

It  is  true  that  invested  capital  is  not  hoarded  but  is  used  to  increase 
the  effectiveness  of  industry.  If  spent  for  productive  and  not  merely 
for  moneymaking  purposes,  it  will  enable  mills  to  install  new  machinery, 
railroads  to  extend  their  equipment,  and  farmers  to  use  new  farm  tools. 
The  result  will  be  an  increased  production  of  goods,  made  possible  by 
the  saving  and  investment,  and  this  increased  production  will  bring 
lower  prices  to  the  consumer. 

Savings,  moreover,  decidedly  benefit  the  working  class.  As  a  resiilt 
of  the  accumulation  of  capital,  they  are  constantly  being  furnished 
with  better  tools  with  which  to  work,  and  enabled  to  increase  their 
production  without  any  increased  effort.  This  increased  productivity 
of  labor  causes  wages  to  rise,  while  the  increase  in  the  supply  of  capi- 
tal causes  a  fall  in  the  interest  rate.  Labor  rather  than  capital,  there- 
fore, secures  a  larger  share  of  the  increased  product. 

Obviously,  however,  investments  are  not  in  a  position  to  act  as  an 
actual  substitute  for  all  benevolence.  For  how  about  those  undertak- 
ings that  are  not  commercially  profitable?  Many  of  the  greatest  needs 
which  exist  today  are  for  objects  which,  in  the  nature  of  the  case,  can- 
not promise  an  immediate  money  return.  Their  beneficiaries  are  either 
ignorant  of  their  own  need,  unwilling  to  pay  for  it,  or,  more  often,  un- 
able to  pay  even  if  they  would.  Thus  universal  education  itself  would 
probably  not  be  a  paying  undertaking  if  carried  on  for  profit,  since 
many  parents  are  lethargic  towards  it,  and  still  more  are  so  poor  that 
they  cannot  afford  to  pay  for  the  cost  of  the  services  which  their  chil- 
dren receive.  Similarly  religious  education  for  unbelievers  would  be  a 
commercial  failure,  and  the  poor  could  never  pay  for  the  cost  of 
eliminating  poverty. 

Needs,  therefore,  that  are  not  commercially  profitable  must  be  met 
either  by  the  government  through  taxation  or  by  private  parties 
through  voluntary  contributions.  This  brings  us  to  our  second  ob- 
jection: 

b)  The  taxation  argument — or  the  theory  that  "justice  rather 
than  charity"  demands  a  public  facing  of  public  needs. 

The  method  of  raising  money  through  taxation  has  many  real  ad- 
vantages. Among  these  are:  (1)  it  is  compulsory,  so  that  none  are  able 
to  escape  their  share;  (2)  it  can  be  made  to  yield  an  assured  amount; 
(3)  there  is  little  wastage  in  collecting  it,  whereas  many  charitable  un- 
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dertakings  spend  a  large  percentage  of  their  receipts  in  the  expense  of 
collection;  (4)  it  is  possible  to  raise  larger  sums  by  taxation  than  by 
any  other  means,  since  the  government  has  first  lien  upon  all  property 
holdings  of  the  country. 

All  this  is  true,  but  it  assuredly  does  not  indicate  that  taxation  can 
fill  the  place  of  all  private  benefaction.  For  voluntary  agencies  have 
the  advantage  over  governmental  ones  of  greater  flexibility  and  greater 
power  of  adaptation  to  new  situations ;  they  are  less  cumbered  by  "red 
tape" ;  they  dare  take  greater  risks  and  make  more  radical  innovations, 
since  their  support  comes  from  a  relatively  small  and  enthusiastic  group ; 
they  do  not  at  every  step  have  to  represent  the  taxpayers  at  large,  and 
they  are  weighted  with  less  machinery. 

1.  Thus  voluntary  agencies  are  peculiarly  adapted  to  experimental 
work  of  all  sorts.  They  can  try  out  reforms  for  which,  in  their  incipi- 
ent stages,  it  would  be  impossible  to  secure  public  funds.  Later,  when 
correct  principles  have  been  developed  and  the  worth  of  the  undertaking 
demonstrated,  the  public  can  be  brought  to  approve,  and  the  govern- 
ment can  extend  the  work  by  much  larger  appropriations. 

2.  Voluntary  agencies,  and  voluntary  agencies  alone,  can  properly 
represent  the  philanthropic  urge  of  certain  important  minority  groups 
in  the  community,  such  as  religious  denominations.  Their  work  could 
not  possibly  be  carried  on  with  the  same  zeal  (if  at  all)  by  the  repre- 
sentatives of  the  public  at  large,  because  its  interests  are  too  perma- 
nently mixed. 

3.  Voluntary  agencies  are  more  "human."  They  can  usually  main- 
tain a  more  personal  touch  in  their  administration,  and  closer  relations 
between  recipient  and  donor.  This  makes  them  peculiarly  adapted  to 
many  forms  of  eleemosynary  benefaction. 

4.  Finally,  voluntary  agencies  have  a  better  effect  upon  the  char- 
acter of  the  donors  themselves.  They  not  only  stimulate  personal  gen- 
erosity and  initiative  more  than  can  the  forced  exactions  of  the  gov- 
ernment, but  they  permit  the  development  of  an  esprit  de  corps  in  the 
voluntary  carrying  out  of  a  common  project,  which  carries  over  into 
other  fields. 

Thus  it  is  futile  to  look  for  a  time  when  private  philanthropy  will 
no  longer  be  necessar}'.  It  is  true  that  its  sphere  can  and  should  be 
greatly  restricted  in  certain  directions,  as  the  general  wealth  of  the 
country  increases  and  as  governmental  agencies  grow  up  to  their  task. 
But  there  will  always  be  new  needs  for  social  experiment  stations  and 
lighthouses.  And  meanwhile,  while  our  system  of  governmental  taxation 
and  expenditure  is  still  what  it  is  and  our  amounts  and  distribution  of 
wealth  what  they  are,  let  us  use  the  one  method  to  our  hand — that  of 
the  private  purse — to  the  full. 
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The  question  for  the  conscientious  man  then  becomes  one  strictly  of 
quantities  and  proportions.  It  is  no  longer  general  principles  that  need 
trouble  him.  "Granted  that  a  large  amount  of  philanthropic  giving  is 
necessary,'*  he  will  say,  "and  granted  that  purely  luxurious  expenditure 
should  not  be  allowed  to  interfere  with  it,  what  is  my  own  reasonable 
share?  How  does  it  compare  with  that  of  my  neighbor  down  the 
street?  If  I  give  the  amount  that  seems  to  be  expected  of  me,  shall 
I  not  be  shouldering  part  of  what  should  be  his  reasonable  burden? 
— or  sacrificing  the  investments  that  the  country  at  large,  as  well  as 
my  own  family,  needs?  That  is  what  disgusts  me  with  the  whole  present 
system  of  haphazard  appeal." 

Analyzing  his  complaint  a  little  further,  we  may  see  the  following 
outstanding  faults  in  this  current  "method"  of  purely  impulsive  giving. 
In  the  first  place,  it  can  give  us,  as  a  people,  no  assurance  of  mass 
continuity — of  steadiness,  that  is,  in  the  total  volume  of  donations 
from  year  to  year.  The  impulse  to  give,  like  all  other  "raw"  human 
impulses,  fluctuates  with  the  spirit  of  the  times.  In  a  period  of  na- 
tional or  local  stress — as  in  the  War  just  passed — the  wave  of  giving 
rises  very  high;  while  after  the  passing  of  the  crisis  it  is  only  too  apt 
to  suffer  a  severe  "slump" — such  as  we  are  passing  through  today. 

Moreover  purely  impulsive  benevolence  has  little  tendency  to  change 
with  the  changing  cost  of  living.  A  ten-dollar  contribution  in  1910  is 
fatally  apt  to  remain  a  ten-dollar  contribution  in  1920.  Hence  the 
degree  of  support  of  our  country's  philanthropies  is  even  more  subject 
to  fluctuation  than  are  their  cash  contributions. 

In  the  second  place,  impulsive  giving  furnishes  us  with  no  assurance 
of  a  reasonable  distribution  of  burden  among  the  givers.  The  natural 
human  impulse  toward  generosity  is  shared  by  rich  and  poor  alike  (if 
indeed  the  poor  do  not  exceed  in  it,  owing  to  their  closer  familiarity 
with  need  in  its  most  human  and  compelling  form)  ;  and  the  natural 
object  of  that  impulse  for  both  classes  alike  is  some  concrete  bit  of 
human  good  accomplished.  But,  alas,  concrete  amounts  of  good  that 
are  purchasable  by  money,  are  purchasable  dollar  for  dollar.  The  poor 
man's  dollar  weighs  no  more  heavily — buys  no  more  concrete  good — 
than  does  the  millionaire's.  And  he  knows  it.  He  cannot  help  knowing 
that  the  amount  of  suffering  he  is  about  to  relieve  is  small  indeed. 
Hence  he  is  apt  (other  things  being  equal)  to  strain  himself  to  the 
uttermost  to  do  as  large  a  concrete  amount  of  good  as  possible.  He 
buys  the  satisfaction  of  his  impulse  of  generosity  in  a  very  dear  market. 
The  wealthy  man,  on  the  other  hand,  also  sees  the  concrete  effect  of 
his  benevolences,  and  that  effect  is  very  large.  Hence  his  naive  (or 
impulsive)  satisfaction  bulks  very  large  also.  He  can  give  say  ten 
times  as  much  as  the  man  whose  income  is  twenty  times  smaller  than 
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his,  and  feel  perhaps  twice  as  generous.  He  buys  the  satisfaction  of 
his  impulses  of  generosity  in  a  very  cheap  market. 

In  the  tliird  place,  persons  who  have  once  been  known  to  give  are 
subject  continuously  to  still  further  stimulation  of  their  impulse  of 
generosity :  they  become  the  "easy  marks"  of  well-intentioned  subscrip- 
tion seekers ;  while  those  who  have  once  sealed  their  purses  are  there- 
after shunned,  and  hence  find  themselves  subjected  to  ever-decreasing 
occasions  for  response. 

Fourthly,  some  of  the  most  important  objects  of  benevolence  do  not 
appeal  to  the  impulsive  nature  at  all:  more  and  more  they  are  becom- 
ing indirect,  technical,  and  complex — preventive  rather  than  curative, 
remote  rather  than  immediate.  It  is  only  by  a  growth  of  the  general 
habit  of  trusting  head  rather  than  heart,  information  rather  than  im- 
pulse, that  they  can  hope  to  hold  their  own  in  the  welter  of  crude  emo- 
tional appeal  to  which  the  modern  man  is  constantly  subjected.  Such 
a  habit  is  immensely  fostered  by  any  methodical  and  thoughtful  budg- 
etary system. 

We  may  therefore  safely  dismiss  any  temptation  to  stop  and  tinker 
with  the  old  "system"  of  haphazard.  It  is  merely  whipping  a  tired 
horse  to  keep  appealing  to  man's  impulsive  nature  to  "give  until  it 
hurts"  without  explaining  to  him  how  much  he  needs  to  be  hurt.  What- 
ever general  method  of  giving  we  do  adopt,  must  at  least  have  the  merit 
of  being  systematic.  We  must  have  our  friend  go  on  to  ask:  "How 
great  actually  are  the  needs  that  face  me  and  my  compatriots  today.'' 
How  much  money  have  we  all-told  with  which  to  meet  them.'*  How  much 
of  this  money  ought  to  go  to  keep  up  our  necessary  body  of  invest- 
ments.'' To  increase  them  somewhat,''  How  much  to  maintain  our  rea- 
sonable standards  of  living?  What  are  those  standards  anywa}^?  How 
much,  finally,  should  /  in  my  circumstances,  with  mp  sized  family,  rea- 
sonably be  able  to  give,''" 

It  is  to  the  answering  of  these  questions  that  the  present  article  ad- 
dresses itself,  and  in  order  that  the  reader  may  follow  the  course  of  the 
argument,  it  is  worth  while  without  undue  anticipation  to  state  the 
main  steps  and  philosophy  of  the  following  chapters. 

The  starting  point  of  our  problem  becomes  the  national  charities' 
budget  of  which  the  detailed  components  will  be  discussed  in  the  next 
chapter.  For  the  moment  we  shall  merely  take  the  rough  sum  total, 
which  is  approximately  $1,700,000,000,  and  see  liow  it  might  be  fitted 
into  the  framework  of  our  total  national  income,  our  taxes,  our  neces- 
sary investments,  and  our  reasonable  standards  of  living. 

First  for  our  total  national  income.  In  the  3'ear  1921  it  amounted 
probably  to  about  fifty-seven  billions  of  dollars,  exclusive  of  state  and 
local  taxes.   Federal  income  and  excess  profits  taxes  will  absorb  approxi- 
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mately  four  billions  of  this  amount,  while  needed  investments  will,  as 
Chapter  III  shows,  require  approximately  six  billions  more. 

Deduction  must  be  made,  however,  from  the  remaining  forty-seven 
billions,  of  the  sums  necessary  to  maintain  the  population  on  at  least 
a  subsistence  basis.  This,  as  Chapter  IV  will  demonstrate,  would 
amount  to  approximately  five  dollars  a  day  for  city  families  of  normal 
size,  and  probably  three  to  four  dollars  a  day  for  country  families.  The 
maintenance  of  this  standard  for  the  country  as  a  whole  would  use  up 
slightly  over  thirty  billion  dollars,  leaving  approximately  $17,000,000,- 
000  as  the  surplus  above  taxes,  investments,  and  a  minimum  of  life. 
The  $1,700,000,000  of  contributions  therefore  would  be  almost  exactly 
10  per  cent  of  this  amount. 

The  problem  then  becomes,  how  to  apportion  this  tenth  of  the  social 
surplus  among  the  different  classes  of  the  population.  Various  meth- 
ods are  possible,  first  and  simplest  among  them  being  the  straight  pro- 
portional method,  or  the  method  of  the  tithe.  Here  each  person  (or  in 
this  case,  family)  that  is  able  to  contribute  at  all,  is  expected  to  give 
the  same  fixed  proportion  of  his  income, — one-tenth,  the  Hebrew  law 
said,  and  one-tenth  echoes  the  Interchurch  World  Movement  of  our  day. 
We  have  seen  that  as  a  matter  of  fact  at  present  approximately  one- 
tenth  of  our  social  surplus  is  the  actual  proportion  needed  for  religious 
and  charitable  purposes.  But  the  proponents  of  this  theory,  of  course, 
do  not  mean  by  a  tithe  a  tenth  of  the  social  surplus  but  rather  a  tenth 
of  each  individual's  income.  And  it  is  just  here  that  the  difficulty  oc- 
curs. 

Clearly  those  who  do  not  receive  enough  to  live  on  themselves  can- 
not be  expected  to  give  away  a  tenth  to  others.  In  other  words,  there 
must  be  some  minimum  below  which  gifts  should  not  be  encouraged. 

It  is  almost  equally  evident  that  all  above  this  minimum  should  not 
contribute  in  exactly  the  same  proportion.  Under  the  tithing  system, 
the  man  with  a  two  thousand  dollar  income  would  have  only  .$1,800  left 
after  giving  away  his  tenth  while  the  man  with  a  million  dollar  income 
would  have  $900,000  as  a  residue.  It  is  obvious  that  the  man  with  the 
small  income  has  made  a  far  greater  sacrifice  than  the  man  with  a 
large  one. 

With  these  two  difficulties  (but  especially  the  second),  in  view,  many 
persons  of  a  radical  turn  of  mind,  would  do  away  with  the  proportional 
system  altogether,  would  give  up  all  idea  of  distributing  the  burden  of 
benevolence  widely,  and  would  derive  all  contributions  (and,  for  that 
matter,  practically  all  investments)  from  the  upper  economic  classes 
alone. 

Commonly  the  proposal  is  to  set  a  fixed  maximum  of  income  at  say 
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five  or  six  thousand  dollars,  remove  all  above  that,  and  leave  all  those 
below  free. 

The  trouble  with  such  a  proposal  is  of  course  in  the  first  place  that 
no  one  who  was  in  a  position  to  obey  its  behests  would  take  it  very 
seriously :  it  is  too  subversive  of  all  our  present  standards  of  American 
life  and  industry ;  and  in  the  second  place  that  it  is  based  upon  a  one- 
sided premise:  it  considers  only  the  question  of  mechanical  equality  of 
sacrifice,  not  that  of  total  satisfaction  or  well-being.  In  other  words, 
it  is  not  only  weak  industrially  but  psychologically.  A  good  system  of 
distribution  ought  (1)  to  disturb  the  framework  of  our  industrial 
and  social  life  as  little  as  possible.  It  ought  to  presuppose  as  few 
alterations  as  possible  in  public  opinion,  since  any  sacrifices  that  it  de- 
mands have  to  be  entered  into  voluntarily.  (2)  It  ought  to  consider 
the  state  of  mind  of  any  large  classes  of  donors  it  proposes  to  exclude. 
What  of  their  native  impulses  toward  generosity  and  unselfish  esprit 
de  corps?  Are  these  permanently  to  be  balked?  Even  supposing  that 
by  "radical"  arguments  we  succeeded  in  discouraging  them  from  func- 
tioning, should  we  not  be  depriving  their  possessors  of  more  than  we 
gave?  (3)  Finally,  what  of  the  form  of  control  we  are  assigning  to  the 
charitable  institutions  themselves-?  If  we  reduced  their  membership 
to  representatives  of  the  upper  economic  class  alone;  should  we  not  be 
losing  all  the  advantages  of  democratic  management?  Do  not  men  of 
moderate  means  deserve  a  voice  in  the  conduct  of  benevolent  as  well  as 
of  political  institutions?  And  have  they  no  peculiar  contributions  of 
thought  to  make  to  them? 

Looking  at  all  these  considerations  together,  many  persons  of  recent 
years  have  been  led  to  advocate  a  compromise  method  of  charitable  dis- 
tribution, best  pictured  by  an  ascending  curve  of  percentage  contribu- 
tions, somewhat  after  the  fashion  of  our  present  federal  income  tax 
scale.  Such  a  progressive  scale  has  the  advantage  of  allowing  both  for 
wide  distribution  of  gifts  and  for  the  relative  ability  of  the  givers  to 
pay.  A  good  example  of  such  a  scale  is  to  be  found  in  the  interesting 
pamphlet  "Twenty-Four  Billion"  published  in  1918  by  the  Bankers' 
Trust  Company  of  New  York.  Its  authors  attempted  to  assign  the 
proper  amount  of  Liberty  Bonds  and  of  war  charities  to  be  subscribed 
to  by  the  various  classes  of  the  population  in  addition  to  their  federal 
income  taxes.  Their  method  was  to  draw  a  logarithmic  curve  begin- 
ning with  a  12  per  cent  average  contribution  for  all  family  incomes 
under  $2,000  and  rising  to  a  maximum  of  90  per  cent  contribution  (this 
included  about  70  per  cent  of  taxes)  for  incomes  of  a  million  or  over. 
The  total  amount  to  be  collected  was  so  huge — $24,000,000,000— that 
they  evidently  considered  themselves  justified  in  demanding  a  relatively 
heavy  contribution  from  the  large  number  of  families  at  the  lower  end 
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of  the  scale ;  while  for  the  sake  of  avoiding  undue  industrial  dislocation 
(and,  it  may  be,  criticism  from  the  wealthier  classes),  they  assigned  no 
final  limit  to  the  amount  of  income  that  might  be  retained  at  the  other 
end  of  the  scale. 

Now  if  we  attempt  to  draw  a  similar  scale  for  our  far  smaller  total 
of  peace-time  charities  (taking  explicit  account,  however,  of  invest- 
ments as  well  as  taxes),  we  shall  have  the  advantage  of  freedom  from 
both  these  handicaps :  we  need  not  assume  a  heavy  percentage  of  giving 
from  the  almost  submerged  classes  at  the  bottom  of  our  scale,  and, 
equally  important,  we  need  not  allow  an  indefinite  amiount  of  increase 
to  the  income  of  the  already  rich.  We  are  therefore  at  liberty  to  taper 
our  scales  ofF  more  sharply  at  either  end,  setting  a  submergence  mini- 
mum for  the  very  poor  and  a  relative  luxury  maximum  for  the  wealthy. 
The  point  for  the  submergence  minimum  will  be  fixed  rather  definitely 
by  forces  beyond  our  control — by  the  basic  demands  of  food,  clothing, 
and  shelter  at  current  prices ;  but  the  point  for  the  relative  luxury 
maximum  we  must  necessarily  set  ourselves,  and  set,  it  may  seem,  some- 
what arbitrarily,  taking  into  consideration  the  sacrifices  of  the  less 
wealthy  groups  all  along  the  line,  and  the  fixed  needs  of  our  total  budget. 


CHAPTER  II 

A  National  Budget  for  Philanthropic  Purposes 

An}'  attempt  to  build  up  a  standardized  philanthropic  budget  for 
our  country  as  a  whole  is  bound  to  be  attended  with  many  pitfalls. 
In  the  first  place,  only  a  small  percentage  of  the  items  are  susceptible 
of  exact  calculation,  while  secondly  the  items  themselves  are  continu- 
ally changing,  so  that  there  is  danger  of  the  interested  assessor  seeing 
'"tendencies"  and  "trends"  in  the  directions  wliich  he  personally  favors. 
The  present  estimate  does  not  aim  to  present  an  idealized  picture  of 
what  our  charities  in  some  golden  age  of  benevolence  ought  to  be,  but 
what  in  the  next  few  years  they  actually  must  be  if  we  are  to  maintain 
our  national  place  in  health,  education,  spiritual  life,  and  material  well- 
being.  It  seeks  accordingly  to  stick  closely  to  existing  facts  and  to 
base  its  recommendations  upon  the  realities  of  modern  charitable  ex- 
penditure. 

This  is  true  in  at  least  two  ways : — First,  only  those  items  are  in- 
cluded which  have  already  won  a  large  measure  of  public  support. 
There  are  doubtless  many  objects  omitted  which  some  readers  would 
like  to  have  included,  and  there  are  others  included  which  some  would 
like  to  have  omitted.  Yet  no  person  or  group  of  persons  can  prescribe 
the  objects  for  which  they  believe  the  public  should  contribute.  The 
onl}'  safe  course  is  to  take  those  causes  to  which  the  public  is  already 
contributing  and  determine  their  needs.  As  a  matter  of  fact  there  is 
sufficient  variety  in  the  list  of  items  to  ensure  practically  everyone  an 
opportunity'  to  contribute  to  the  cause  or  causes  which  he  cherishes 
most.  Naturall}"  it  is  not  proposed  that  a  Protestant  should  contribute 
to  the  support  of  the  Catholic  Church  or  that  an  ardent  anti-vivisection- 
ist  should  give  money  for  medical  research.  But  they  cannot  plead  on 
that  ground  that  their  total  contributions  should  be  decreased,  since 
the  institutions  and  causes  in  which  they  do  believe  have  full  need  for 
their  support.  Thus  the  very  fact  that  Protestants  cannot  be  ex- 
pected to  contribute  to  Catholicism  means  that  in  turn  they  must  bear 
the  full  burden  of  supporting  Protestantism.  Secondly,  we  have  en- 
deavored to  deal  with  the  realities  of  the  situation  by  securing  so  far 
as  is  possible  the  statistics  of  actual  contributions  for  the  country's 
various  charitable  purposes  and  using  these  as  a  starting  point  in  the 
construction  of  our  estimates.  Wherever  the  material  has  been  espe- 
cially scanty,  we  have  tried  to  minimize  the  error  by  dividing  each  item 
into  as  many  component  parts  as  possible  and  estimating  each  item 
separatel}'. 

We  have  not,  however,  attempted  to  confine  our  estimate  solely  to 
the  actual  amount  of  the  present  cash  contributions,  even  where  these 
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are  available,  for  the  reasons  already  alluded  to  in  our  first  chapter : — 
(a)  The  high  cost  of  living  has  aifected  benevolent  objects  as  well  as 
all  others ;  but  it  has  not  equally  loosened  the  purse  strings  of  their 
supporters.  On  the  contrary,  many  who  felt  the  pinch  of  rising  prices 
took  that  as  a  legitimate  excuse  for  reducing  their  donations.  Simi- 
larly with  men  of  wealth  who  for  the  first  time  felt  the  inroads  of  the 
increased  income  and  excess  profits  taxes.  That  proportion  of  the 
population,  on  the  other  hand,  that  actually  benefited  by  the  increase 
in  prices  usually  had  their  standards  of  living  upset  in  the  direction  of 
useless  luxury.  It  is  probably  fair  to  say  that  the  war  profiteers,  both 
rich  and  poor,  of  the  last  few  years,  have  furnished  the  poorest  material 
for  constructive  philanthropy  that  our  country  has  known  for  a  long 
time,  (b)  Added  to  this  is  the  general  loosening  of  morale  which  came 
once  the  war  was  ended  and  the  danger  removed,  (c)  It  is  furthermore 
unescapably  true  that  our  benevolences  have  always  been  chronically 
undersupported.  The  very  fact  of  this  chronic  undersupport  is  in- 
deed the  chief  reason  for  attempting  to  construct  a  budget  and  scale  of 
responsibility  at  all. 

The  authors  have  therefore  felt  at  libert\'  to  increase  existent  figures 
of  giving,  not  only  to  an  amount  that  would  ensure  existent  objects 
a  degree  of  support  equivalent  to  what  they  were  receiving  before  the 
war,  but  in  a  majority-  of  cases  to  a  figure  moderately  above  this  level. 
Whatever  increases  were  thus  granted,  however,  have  been  conserva- 
tively estimated  in  the  light  of  objective  standards  set  up  by  experts, 
and  indeed,  in  many  instances,  have  been  scaled  down  considerably  to 
allow  for  an  increased  efficiency  in  administration.  The  authors  have, 
therefore,  constructed  the  following  table  as  their  estimate  of  the  mini- 
mum amount  which  should  have  been  given  in  the  United  States  in  1921 
for  religious  and  charitable  purposes  on  the  basis  of  the  price  level  pre- 
vailing at  the  beginning  of  that  year.  Naturally,  in  a  subject  so  de- 
pendent upon  personal  judgment,  the  nature  and  amount  of  the  budget 
must  inevitably  vary  to  some  extent  with  the  person  who  constructs 
it,  but  it  is  the  belief  of  the  authors  that  their  total  is  a  reasonable 
minimum.  Much  more  could  be  given  to  great  advantage,  but  it  is  diffi- 
cult for  the  authors  to  see  how  any  less  could  be  given,  although  there 
might  be  readjustments  among  the  items. 

The  amounts  needed  from  year  to  year  will  of  course  vary  with  the 
general  world  situation,  the  price  level,  and  the  productivity  of  in- 
dustry, but  the  estimates  as  given  should  prove  at  least  tolerably  ac- 
curate for  the  year  1921.  The  detailed  data  upon  which  each  estimate 
is  based  are  given  in  the  notes  to  this  chapter.  They  may  there  be  ex- 
amined by  the  student,  while  the  more  casual  reader  may  turn  from  the 
following  table  to  Chapter  III  where  the  main  argument  of  the  essay 
will  be  continued. 
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Table  I. — A  Nationai,  Budget  foe  Philanthropic  Purposes  for  1921. 

Object                                                         Minimum  Amount  Required  (in  $) 

I.  Religious  Purposes   836,000,000 

1.  Protestant   Denominations    500,000,000 

2.  Roman    Catholic   Church 250,000,000 

3.  Jewish    Congregations    30,000,000 

4.  The   Y.  M.   C.   A 15,000,000 

5.  The   Y.   W.  C.   A 8,000,000 

.  6.  The  Knights  of  Columbus    8,000,000 

7.  Miscellaneous  Faiths  and  Organizations  25,000,000 

II.  Organized  Charitable  Relief  in  the  United 

States     199,000,000 

1.  Institutional  Care  of  Children 73,000,000 

2.  Institutional  Care  of  the  Aged 50,000,000 

3.  Institutional  Care  of  the  Blind  and  Deaf  1,000,000 

4.  Outdoor  Relief  or  Service 75,000,000 

III.  Health    158,000,000 

1.  Hospitals    126,500,000 

2.  Dispensaries    7,500,000 

3.  Public   Health   Nursing 9,000,000 

4.  Medical   Research    10,000,000 

5.  Health  Education    5,000,000 

IV.  Play  and  Recreation    15,000,000 

V.  Education 1^5,000,000 

1.  Colleges  and  Universities   100,000,000 

2.  Private  Secondary  Schools   5,000,000 

3.  Negro  Education   24,000,000 

4.  Scholarships    for    Needy    Children 15,000,000 

5.  Experimental    Schools    1,000,000 

VI.  The  Fine  Arts    20,000,000 

W\.  Miscellaneous    Reform    Organizations 10,000,000 

VIII.  Direct  Personal  Gifts   to  Individuals 200,000,000 

IX.  Foreign  Relief    166,000,000 

I.Armenia   and   the   Near   East 35,000,000 

2.  Austria     20,000,000 

3.  Poland     15,000,000 

4.  Germany     10,000,000 

5.  The   Baltic   States    '4,000,000 

6.  Russia     40,000,000 

7.  Italy     7,000,000 

8.  The    Balkans    10,000,000 

9.  China     20,000,000 

10.  Ireland    5,000,000 

Gross   Total    1,749,000,000 

Less  Income   from  Existing  Endowments   not 

Otherwise    Cared    for    30,000,000 

Net  Total   1,719,000,000 
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NOTE  TO  CHAPTER  II 

Supporting  Data  for  Estimated  Minimum  Donations 

I.  Religious  Purposes.     $836,000,000. 

1.  Protestant  Denominations. 

There  are  today  approximately  25,000,000  members  of  the  various  Protes- 
tant Churches.^  The  budget  drawn  up  for  these  churches  is  based  on  the 
following  requirements : 

a)  Ministerial  Salaries.  There  are  approximately  60,000  full-time  Prot- 
estant ministers  in  the  country  whose  annual  average  salary  in  1916  was 
$1,078.^  This  amount  was  notoriously  insufficient  even  then,  but  by  Janu- 
ary 1,  1921,  the  cost  of  living  had  increased  at  least  90  per  cent,  so  that 
it  required  at  least  $2,150  to  equal  the  1916  average.  Allowing  an  average 
salary  of  somewhat  less  than  this,  or  $2,000,  for  ministers  engaged  in  pas- 
toral work  only,  we  have  a  total  requirement  for  this  purpose  alone  of 
$120,000,000.  There  are  in  addition  to  these  full-time  ministers  approxi- 
mately 110,000  pastors  who  devote  only  a  part  of  their  time  to  church  work.^ 
Assuming,  in  the  absence  of  reliable  data,  that  these  110.000  Avork  on  the 
average  half  time,  we  should  presumably  assess  them  at  half  salary  or  ^l.OOO 
apiece.  That  adds  another  $110,000,000  to  our  salary  budget,  making  it 
$230,000,000  all-told. 

b)  Ministerial  Pension  Funds.  An  annual  retirement  of  one  thirtieth  of 
the  profession  at  half-pay  (together  with  some  supplementary  provision  for 
those  still  living  who  have  previously  been  retired  with  insufficient  protec- 
tion) would  entail  an  expense  of  at  least  $10,000,000  annually,  and  prob- 
ably much  more  than  this.* 

c)  Upkeep  and  Maintenance  of  Church  Buildings.  In  1916  approximately 
$60,000,000  was  spent  in  the  upkeep  and  improvement  of  church  buildings. 
At  January,  1921,  prices,  this  would  have  amounted  to  well  over  $150,000,- 
000,  but  by  rigid  economy  and  a  reduction  in  the  quality  cf  construction, 
could  have  been  curtailed  to  $100,000,000. 

d)  Home  and  Foreign  Missions.  The  Interchurch  World  Movement  rep- 
resenting thirty  denominations  which  included  60  per  cent  of  the  member- 
ship of  all  Protestant  Churches,  fixed  the  amount  to  be  paid  in  for  home  mis- 
sions by  cooperating  denominations  during  1920  at  (in  round  numbers) 
$57,000,000,  and  $63,000,000  for  foreign  missions,  or  a  total  of  $120,000,- 
000.^     This  would  have   amounted   to  an   eight   dollar   contribution   on   the 

1  Yearbook  of  the  Churches,  edited  by  S.  R.  Warburton,  published  by  the  Federal 
Council  of  Churches  of  Christ  in  America,  pp.  197-202. 

2  Report  of  United  States  Census  Bureau  on  Religious  Bodies  (published  in  1919), 
Vol.  1,  p.  72. 

3  Obtained  by  subtracting  the  number  of  full  time  ministers  listed  by  the  census 
study  from  the  total  number  given  by  the  Church  Yearbook. 

4  Ultimately,  of  course,  the  provision  of  adequate  salaries  would  remove  the  ne- 
cessity for  special  pension  funds.  Even  if  such  a  scale  should  go  into  effect  imme- 
diately, however,  there  would  be  many  years  during  which  retiring  ministers  would 
be  unable  to  care  for  themselves  because  of  the  previous  low  salaries. 

5  For  the  full  details  of  the  Interchurch  World  Movement  budget  by  denomina- 
tions and  purposes,  see  the  Interchurch  World  Bulletin,  March  13,  1920, 
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average  for  these  purposes  by  the  members  of  the  cooperating  churches^  and 
had  the  Protestants  outside  the  movement  given  at  the  same  rate,  $80,000,- 
000  more  or  a  total  of  $200,000,000  would  have  been  raised. 

It  is  undoubtedly  true  that  this  amount  could  have  been  used  to  excellent 
advantage  in  both  the  home  and  foreign  mission  fields  and  that  it  repre- 
sented the  best  judgment  of  experts.  In  our  necessarily  conservative  budget, 
however,  we  cannot  allow  such  a  great  increase  from  the  present  rate  of 
giving  to  these  objects — which  now  amounts  to  $18,000,000  for  home  and 
$29,000,000  for  foreign  missions,  or  a  total  of  $47,000,000.  We  have  ac- 
cordingly reduced  the  Interchurch  Budget  by  35  per  cent  and  assume  a 
total  of  $130,000,000.  Below  this  figure  it  is  hardly  possible  to  go,  since 
it  is  notorious  that  current  contributions  have  not  begun  to  meet  the  tre- 
mendously increased  cost  of  the  work.  Thus  the  contributions  to  home 
missions  actually  decreased  slightly  between  1916  and  1919  and  those  for 
foreign  missions  increased  75  per  cent,  while  the  cost  of  living  in  this 
period  has  nearly  doubled  at  home  and  considerably  more  than  doubled 
abroad. 

The  remaining  margin  of  difference  between  the  sums  here  assigned  and 
the  cost  of  living  increase  applied  to  former  gifts  is  to  allow  for  a  very 
moderate  extension  of  activity  along  the  lines  of  normal  growth. 

e)  All  other  functions.  These  include  such  items  as  the  work  of  church 
bodies,  the  holding  of  conferences,  church  publications,  and  miscellaneous 
activities.  We  do  not,  however,  include  under  this  category  the  educational 
or  benevolent  work  of  the  churches.  In  1916  the  miscellaneous  expenditures 
for  these  miscellaneous  purposes  was  approximately  $18,000,000."  It  would 
require  almost  double  this  amount  to  carry  on  the  work  today,  but  (on  the 
supposition  that  there  was  some  waste  in  administration)  we  will  assume 
only  $30,000,000  for  this  purpose. 

The  total  for  all  these  items  is  $500,000,000,  or  something  over  double 
the  amount  given  to  the  Protestant  churches  for  these  purposes  in  1916,  but 
for  the  reasons  mentioned — primarily  the  rise  in  living  costs — it  is  a  most 
conservative  estimate. 

Many  people  will  doubtless  complain  that  there  are  too  many  ministers 
and  churches  now,  and  that  not  all  need  be  supported.  It  is  undoubtedly 
true  that  some  localities  are  over-churched  and  over-ministered.  There  are, 
however,  many  localities  in  the  country  that  have  either  inadequate  church 
provision  or  none  at  all,  so  that  taking  the  country  as  a  whole,  there  is  in 
all  probability  not  an  excess  of  ministers  or  of  church  buildings.  With 
proper  distribution,  indeed,  an  even  larger  number  would  doubtless  be  re- 
quired. 

2.   The  Roman  Catholic  Church. 

There  are  approximately  17,500,000  members  of  the  Roman  Catholic 
Church  in  this  country.'^  This  number,  however,  includes  children  baptized 
but  not  confirmed,  and  hence  is  not  strictly  comparable  with  the  statistics 
of  membership  for  the  Protestant  churches  which  include  communicants 
only.  Deducting  1 5  per  cent  from  the  Catholic  Church  rolls  to  allow  for 
this,^  we  should  have  a  figure  of  approximately   15,000,000  which  may  be 

C'  Report  of  United  States  Census  Bureau  on  Religious  Bodies,  Vol.  1,  pp.  56-57. 

"  The  Yearbook  of  the  Churches,  op.  cit.,  p.  201. 

•?  This  was  done  by  the  Census  Biwcau  in  its  sUuly  of  Religious  Bodies. 


What  Can  a  Man  Afford?  17 

compared  with  the  Protestant  statistics.  An  equal  per  capita  contribution 
to  that  allowed  the  Protestant  denominations  would  amount  to  $300,000,000, 
Since,  however,  the  Catholic  parishes  are  somewhat  larger  and  hence  sub- 
ject to  less  overhead,  and  their  clergy  are  unmarried,  a  somewhat  smaller 
sum  would  presumably  suifice,  which  we  will  set  at  $250,000,000. 

3.  Jewish  Congregations. 

According  to  the  Jewish  Yearbook  there  Avere  approximately  3,400,000 
Jews  in  the  country  in  1919.^  While  the  Jewish  faith  largely  coincides 
with  the  Jewish  race,  a  large  number  of  Jews  have  given  up  their  religious 
connections.  It  would  be  most  conservative,  however,  to  list  at  least  two 
million  as  still  actively  affiliated.^"  Hence  an  annual  budget  of  $30,000,000 
for  religious  purposes  would  appear  to  be  most  moderate.  This  would  be  a 
25  per  cent  smaller  per  capita  contribution  than  that  allowed  the  Protestant 
faiths,  and  it  seems  conservative  when  we  consider  that  in  New  York  City 
alone,  $15,000,000  was  spent  by  Jewish  organizations  in  1917,  the  greater 
part  of  which  went  for  religious  purposes. 

4.  The  Young  Men's  Christian  Association. 

In  1919  the  Y.  M.  C.  A.  received  a  total  of  $9,642,000  in  membership 
dues  and  contributions.  With  this  sum  they  carried  on  a  large  work  alono- 
physical,  educational  and  religious,  as  well  as  social,  lines.  However,  they 
were  sorely  cramped  in  each  of  these  fields  for  lack  of  funds. ^^  Thus,  less 
than  30  per  cent  of  the  associations  reporting  for  1919  were  able  to  alford 
any  gymnasiums,  only  one-third  carried  on  regular  exercise  classes^  less  than 
one-tenth  had  any  fields  for  outdoor  athletics.  In  educational  work,  the 
total  number  of  paid  teachers  and  leaders  amounted  to  only  one  for  every 
four  associations,  assisted  by  volunteers  numbering  about  one  for  every  seven 
or  eight  associations.  Finally,  in  religious  work,  for  a  total  of  nearly  130,- 
000  students  in  Bible  and  training  classes,  they  had  something  under  5,000 
teachers,  of  whom  about  one-third  were  officers  of  the  association — a  total 
of  one  partially  paid  teacher  for  every  100  students.  To  give  another  30 
per  cent  of  the  Associations  their  needed  athletic  equipment,  to  raise  the 
number  of  paid  teachers  in  the  educational  department  to  one  for  everv  two 
or  three  associations,  and  to  take  up  the  slack  in  the  religious  work,  would 
cost  not  less  than  six  or  eight  millions  more.  Cutting  this  sum  down  to  five 
millions  for  the  sake  of  conservatism,  we  would  have  a  total  minimum  budget 
of  $15,000,000. 

5.  The  Young  Women's  Christian  Association. 

The  strictly  businesslike  budget  of  this  organization  for  the  vear  1920 
was  $23,000,000,  of  which  $19,000,000  was  to  be  expended  by  local  organi- 
zations, $3,000,000  by  the  national  body  and  $1,000,000  for  development 
work.^-     Eliminating  income  from  the  commercial  aspects  of  the  work,  such 

^Jewish  Yearbook,  1919-20,  p.  605. 

10  In  the  Jewish  Congregations  formal  membership  is  generally  restricted  to  heads 
of  families.  The  total  number  of  members  is  estimated  by  the  Church  Yearbook 
as  260,000. 

11  See  Yearbook  of  the  Churches,  1920,  pp.  225  and  226. 

12  Facts  and  Figures  of  Y.  W.  C.  A.  Finance. 
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as  dormitory  rentals,  etc.,  the  annual  amount  to  be  raised  by  contributions 
will  total  at  least  $8,000,000,  and  we  accept  this  sum  as  our  own  estimate. 

6.  The  Knights  of  Columbus. 

The  Knights  of  Columbus  spent  over  $16,000,000  in  their  war  work  which 
lasted  slightly  over  a  year.  They  have  been  active  ever  since,  operating 
on  a  greatly  enlarged  peace-time  program.  Substantially,  half  their  war 
appropriations  should  suffice  to  carry  this  on. 

7.  Miscellaneous  Faiths  and  Organizations. 

.  Among  the  other  faiths  are  the  Greek  Catholic  and  the  Polish  National 
Catholic  Church,  the  Christian  Scientists  and  the  various  schools  of  The- 
osophists.  Among  the  organizations  may  be  mentioned  the  Salvation  Army, 
the  Young  Men's  Hebrew  Association,  the  Epworth  League,  and  the  myriad 
of  societies  affiliated  with  particular  denominations.  An  approximation  of 
$25,000,000  for  all  these  organizations  would  be  most  conservative. 

"    II.  Organized  Charitable  Relief  in  the   United  States.     $199,000,000. 

While  there  are  no  accurate  statistics  concerning  the  amount  annually 
contributed  in  this  country  through  organizations  for  the  relief  of  the  needy, 
there  are,  nevertheless,  some  studies  which  enable  one  to  make  some  fairly 
accurate  estimates,  both  as  to  the  amounts  which  are  actually  given  and 
those  which  are  needed.  We  may  divide  the  organized  private  relief  in  this 
country  into  four  classes:  (1)  the  institutional  care  and  supervision  of  chil- 
dren; (2)  institutional  care  and  supervision  of  adults  and  old  people;  (3) 
institutional  care  of  the  blind  and  deaf;  (4)  outdoor  relief  or  service,  i.e., 
assistance  rendered  the  needy  in  their  own  homes.  Each  of  these  will  now 
be  considered  in  turn. 


1.  Institutional  Care  or  Supervision  of  Children. 

Institutions  or  organizations  for  children  may  be  divided  on  the  basis  of 
management  into  two  main  groups :  those  managed  by  public  authorities  and 
those  managed  by  private  bodies.  Not  all  of  the  funds  of  the  latter  group 
are  raised  from  private  sources  since  many  of  them  receive  governmental 
aid.  We  are  concerned  here,  however,  only  with  the  amounts  that  must  be 
voluntarily  given  adequately  to  maintain  the  work. 

Tlie  best  study  of  the  amount  of  money  expended  for  the  institutional 
care  of  children  and  the  proportionate  number  of  children  in  each  state  who 
were  cared  for  in  institutions  is  that  made  by  Dr.  Hastings  H.  Hart.  Using 
statistics  for  1912  for  seven  states  and  the  District  of  Columbia,  he  showed 
that  the  following  conditions  then  prevailed  :^^ 


State 


District  of  Columbia 

New  York   

California     

Massachusetts  

Pennsylvania  

Maryland    

Ohio   

New  Hampshire  .... 


Current    Expenses,    Chil- 
dren in  all  Institutions, 
per  100,000  Population. 
$114,500 

88,100 

71,500 

60,000 

54,600 

51,800 

42,100 

•42,000 


Number    of    Children    i 

all    Institutions    per 

100,000  Population. 


494 
531 
372 
236 
285 
339 
327 
319 
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The  average^^  total  cost  for  all  these  states  is  $70,000  for  every  100,000 
inhabitants.  It  is  perhaps  true  that  this  is  somewhat  higher  than  the  aver- 
age amount  actually  spent  throughout  the  rest  of  the  country,  but  certainly 
no  one  can  question  the  necessity  of  at  least  reaching  this  level. 

The  problem  which  immediately  presents  itself  is  that  of  determining  the 
proportion  of  this  amount  that  is  defrayed  from  public  funds  and  that  which 
is  met  from  private  gifts.  It  has  been  found  for  the  three  states  of  Cali- 
fornia, New  York,  and  Pennsylvania  that  private  parties  were  compelled 
to  meet  approximately  45  per  cent  of  the  total  expenses. ^^  It  is  probable 
that  this  would  be  much  higher  for  the  country  as  a  whole,  since  these  three 
states  make  larger  grants  to  private  institutions  than  practically  any  of 
the  others.  But  applying  this  proportion  to  the  1912  standard  of  $70,000 
expenditure  for  every  100,000  people,  we  arrive  at  the  figure  of  $31,500  as 
the  minimum  amount  which  should  be  met  from  private  sources.  This  is, 
however,  upon  the  basis  of  1912  prices.  It  is  most  conservative  to  estimate 
that  the  expenses  of  maintenance  have  at  least  doubled  since  then,  and  that 
in  order  to  maintain  this  standard  today,  twice  as  much  or  $63,000  per 
100,000  of  population  is  needed.  This,  upon  the  basis  of  the  1920  popula- 
tion, would  total  $65,500,000. 

This,  however,  makes  no  allowance  for  improving  the  standard  of  child 
care  that  prevailed  a  decade  ago.  An  allowance  of  10  per  cent  for  this 
factor  seems  most  conservative  and  would  probably  be  admitted  by  all,  which 
brings  the  necessary  total  up  to  $73,000,000. 

2.  Institutional  Care  and  Supervision  of  the  Aged. 

The  ^Massachusetts  Commission  on  Old  Age  Pensions,  Annuities,  and  In- 
surance reported  in  1911  that  41,212  or  23  per  cent  of  the  177,000  men  and 
women  in  that  state  over  sixty-five  years  were  dependent.^*^  Applying  the 
same  ratio  to  the  rest  of  the  country,  Squier  has  computed  that  there  were 
approximately  1,125,000  in' the  country  as  a  whole  who  were  in  this  situa- 
tion.^^ For  the  care  of  these  aged  dependents  $784,000  was  spent  in 
benevolent  homes  in  Massachusetts,  which  at  the  same  rate  would  total 
$21,400,000  for  the  United  States  as  a  whole.  This  at  the  present  scale  of 
prices  would  amount  to  approximately  $43,000,000.  With  the  increase  in 
population,  however,  during  the  last  decade,  there  has  undoubtedly  been  an 
increase  in  the  absolute  number  of  aged  dependents,  which  would  necessitate 
an  expenditure  of  at  least  $5,000,000  more, — a  total  of  $48,000,000  if  the 
aged  poor  are  to  be  treated  as  well  in  private  benevolent  homes  as  they  were 
in  1911.     It  is  only  proper,  however,  that  care  should  be  improved  bv  at 

13  H.  H.  Hart,  Introduction  to  W.  H.  Slingerland's  Child  Welfare  Work  in  Penn- 
sylvania, p.  4. 

14  That  is,  the  weighted  average. 

15  This  has  been  computed  from  data  given  in  W.  H.  Slingerland,  Child  Welfare 
Work  in  Pennsylvania,  pp.  4,  5,  24,  76,  91,  101,  230-31;  and  in  W.  H.  Slingerland, 
Child  Welfare  Work  in  California,  pp.  133,  138. 

16  Report  of  Massachusetts  Commission  on  Old  Age  Pensions,  Annuities,  and  In- 
surance, p.  45. 

17  L.  D.  Squier,  Old  Age  Dependency  in  the  United  States,  p.  6. 
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least  10  per  cent,  which  would  necessitate  an  expenditure  of  $52,800^000. 
This  can  perhaps  be  scaled  down  to  $50,000^000. 

This  sum  includes  only  amounts  spent  in  private  benevolent  homes  and 
does  not  include  private  outdoor  relief  to  the  aged  poor. 

3.  Institutional  Care  of  the  Blind  and  Deaf. 

There  are  probably  somewhere  between  sixty  and  seventy  thousand  blind 
persons  in  this  country, ^^  While  the  vast  majority  are  dependent  upon 
others  for  suppbrt,  probably  not  over  3  per  cent  are  in  private  institutions 
in  those  states  where  there  are  special  homes,^^  and  such  a  percentage  for 
the  country  as  a  whole  would  seem  to  be  a  reasonable  minimum.  This 
would  amount  to  approximately  2,000  people  and  a  total  annual  expense  of 
about  $1,000,000.  Although  the  amounts  spent  for  the  deaf  would  increase 
this  figure,  the  sums  for  the  aged  blind  already  cared  for  in  the  homes  for 
old  people  would  balance  the  increase.  It  is  probably  fair,  therefore,  to 
take  $1,000,000  as  the  needed  sum. 

4.  Outdoor  Relief  and  Service. 

It  is  practically  impossible  to  determine  tlie  amount  of  assistance  given 
the  poor  in  their  own  homes  by  private  agencies.  In  Chicago,  the  various 
accredited  relief  organizations  spent  in  1920  approximately  $2,000,000,  or 
about  75  cents  per  inhabitant.-"  In  New  York  probably  about  the  same 
relative  amount,  or  perhaps  a  somewhat  higher  figure  is  spent  for  these 
purposes,^^  while  in  Philadelphia  and  Boston  the  proportion  is  somewhat 
less.  To  this  should  be  added  the  sums  contributed  by  churches  in  the  form 
of  relief.  Now  while  the  need  for  such  assistance  is  probably  greater  in  the 
metropolitan  cities  than  it  is  in  the  smaller  cities  and  in  the  country,  the 
funds  which  they  do  expend  are  but  a  small  fraction  of  the  amounts  needed 
to  relieve  the  urgent  needs  which  they  face. 

It  seems  most  conservative,  therefore,  to  set  $75,000,000  or  a  little  over 
70  cents  per  person  as  the  irreducible  minimum  for  the  country  as  a  whole. 
This  seems  especially  conservative  when  we  take  into  account  the  fact  that 
in  1911  the  country,  on  the  basis  of  the  Massachusetts  figures,  was  spending 
$8,700,000  in  the  form  of  private  outdoor  relief  to  the  aged  poor  over  sixty- 
five.2-  This,  at  the  1920  level  of  prices,  would  have  amounted  to  $17,500,000 
alone,  and  allowing  for  the  increase  in  population  would  total  nearly  $20,- 
000,000.  We  are  probably  underestimating,  therefore,  rather  than  over- 
estimating when  we  take  $75,000,000  as  our  necessary  figure. 

18  See  Harry  Best,  The  Blind,  pp.  5-6. 
^^Ibid.,  p.  75. 

20  See,  A  Classified  List  of  Local  Philanthropic  and  Charitable  Organizations, 
1921  (published  by  The  Chicago  Association  of  Commerce),  pp.  68-73. 

21  See  Reports  of  The  Charity  Organization  Society,  The  New  York  Association 
for  Improving  the  Condition  of  the  Poor,  The  Brooklyn  Federated  Charities,  and 
The  United  Hebrew  Charities.  To  these  should  be  added  the  expenditures  of  the 
various  Catholic  agencies,  the  Salvation  Army,  the  Volunteers  of  America,  and 
many  other  relief  organizations. 

22  Squier,  op,  cit.,  p.  6. 
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III.  Health.     $158,000,000. 
1.  Hospitals. 

The  hospital  needs  of  the  country  can  be  summed  up  under  two  main 
classes, — those  for  adequate  maintenance  and  those  for  extension. 

Maintenance.  There  are  now  approximately  700,000  beds  in  the  various 
hospitals  of  the  country.^^  The  editors  of  the  periodical.  The  Modern  Hos- 
pital, after  a  country-wide  investigation,  have  found  that  the  average  annual 
operating  cost  per  hospital  bed  is  $791.-*  This,  however,  is  presumably 
upon  the  basis  of  the  beds  being  occupied  to  full  capacity  throughout  the 
year.  Using  the  above  estimate  as  a  basis  of  computation,  the  total  oper- 
ating cost  of  all  the  hospitals  of  the  country  would  reach  the  staggering 
sum  of  $563,000,000. 

Allowance,  however,  should  be  made  for  the  reduction  in  expenditures 
caused  by  the  fact  that  the  beds  are  idle  during  some  portion  of  the  year. 
Many  expenses  of  course  continue  irrespective  of  whether  the  beds  are  oc- 
cupied or  not,  but  many,  such  as  food,  etc.,  vary  almost  directly  with  the 
number  of  patients.  It  is  probably  safe  to  set  $500,000,000  as  the  annual 
cost  of  operation. 

What  proportion  of  this  must  be  met  from  private  donations?  The  best 
light  upon  this  question  is  that  thrown  by  the  United  States  Census  Report 
on  Benevolent  Institutions,  which  was  published  in  1913.  This  investiga- 
tion showed,  for  the  liospitals  studied  in  1910,  that  of  the  $66,000,000  of 
total  receipts,  $9,100,000  or  13.7  per  cent  came  from  private  donations. ^^ 
On  the  assumption  that  the  same  percentage  Avould  have  to  be  raised  today, 
we  should  have  a  total  of  $68,500,000  which  it  is  necessary  to  secure  from 
private  sources,  if  the  existing  hospital  facilities  are  to  be  maintained  ade- 
quately. 

Extension.  It  is  not  enougli,  however,  merely  to  maintain  existing  hos- 
pital facilities.  It  is  also  necessary  to  increase  them  so  that  they  may  more 
nearly  meet  the  needs  for  hospital  care.  The  sickness  censuses  made  by  the 
Metropolitan  Life  Insurance  Company  have  shown  that  between  2  and  3 
per  cent  of  the  j^opulation  are  sick  at  any  one  time,  exclusive  of  those  suf- 
fering from  minor  illnesses  and  those  who  are  not  truly  incapacitated  for 
work.  The  total  daily  number  of  the  more  seriously  ill  can  therefore  be 
estimated  as  somewhere  between  2,100,000  and  3,150,000.  Now,  naturally, 
not  all  these  people  need  be  cared  for  in  hospitals.  It  is,  however,  being 
recognized  that  in  general  the  hospital  is  a  much  better  place  to  care  for  the 
sick  than  is  the  home  and  there  is  an  increasing  strain  upon  the  hospitals. 

23  The  Modern  Hospital  Publishing  Co.,  after  a  careful  survey,  places  the  number 
of  beds  in  the  hospitals  proper  as  695,698.  See  their  pamphlet,  The  Hospital  Field, 
p.  12.  The  American  Medical  Association  fixes  the  total  number  as  817,200.  See 
the  Journal  of  the  American  Medical  Association,  April  16,  1921,  pp.  1083-1104. 
This  apparent  discrejiancy  is  explained  by  the  fact  that  the  American  Medical  As- 
sociation included  as  hospitals  such  institutions  as  liomes  for  the  aged,  for  the  deaf 
and  blind,  etc.,  that  contained  approximately  100,000  beds.  These  were  not  in- 
cluded in  the  study  of  The  Modern  Hospital.  When  allowance  is  made  for  this  the 
reports  show  a  quite  surprising  similarity  of  totals. 

24  The  Hospital  Field,  op.  cit.,  p.  14. 

25  Report  of  United  States  Census  Bureau  on  Benevolent  Institutions  (1910),  p. 
79.     This  plainly  does  not  include  income  from  endowments. 
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Dr.  A.  C.  Burnham  believes  that  approximately  one  half  of  these  cases 
should  be  cared  for  in  the  hospitals,  and  that  therefore  there  should  be  at 
least  one  bed  capable  of  receiving  patients  for  every  100  people. ^*^  This 
would  mean  a  total  of  1,050,000  beds  in  the  United  States  as  a  whole. 

Dr.  M.  M.  Davis  believes  that  this  standard  is  too  high.^'^  It  is  probable 
that  matters  could  be  quite  satisfactorily  handled  with  one  bed  capable  of 
receiving  patients  for  every  150  people,  and  that  a  total  of  700,000  beds 
would  suffice  for  the  country. 

At  first  sight,  it  must  seem  that  the  total  of  700,000  beds  which  we  now 
have  is  just  sufficient  to  meet  these  needs  and  that  no  more  beds  are  needed. 
The  need,  however,  is  for  the  so-called  "active  beds,"  or  those  capable  of 
receiving  acute  medical  or  surgical  cases.  Beds  in  hospitals  for  incurables 
or  for  those  suffering  from  nervous  or  mental  diseases  would  be  valueless  for 
the  particular  purpose  under  consideration,  and  these  are  approximately 
290,000  in  number.  This  leaves  the  number  of  active  beds^®  as  410,000  or 
one  for  approximately  every  255  people. ^^  It  is  impossible  to  utilize  all 
the  beds  to  full  capacity  and  thus  cut  down  appreciably  the  number  of  ad- 
ditional beds  that  are  needed.  This  is  caused  by  the  fact  that  hospitals, 
like  many  businesses,  are  characterized  by  periods  of  peak  loads,  caused  in 
their  case  by  epidemics  and  by  the  greater  amount  of  illness  in  the  first  half 
of  the  year;  also  because  certain  v/ards  must  be  designated  for  specific  dis- 
eases and  not  pooled  for  all  patients;  and  finally,  because  time  must  be  al- 
lowed for  repairing,  cleaning,  and  disinfecting  the  hospital  plant. 

It  is  necessary,  therefore,  that  approximately  290,000  additional  beds  be 
provided  if  we  are  to  cope  with  the  essential  demand  for  hospital  care.  No 
one  of  course  would  advocate  that  this  standard  be  attained  all  in  one  year, 
but  it  is  only  reasonable  that  it  should  be  attained  at  the  end  of  ten  years 
and  that  one-tenth  of  the  necessary  number,  or  29,000,  should  be  added  each 
year.  The  average  investment  in  buildings,  grounds,  and  equipment  was 
found  by  The  Modern  Hospital  to  be  slightly  over  $4,700  per  patient  bed.^" 
Taking  $4,000  as  a  most  conservative  estimate,  we  have  a  necessary  annual 
capital  outlay  of  $116,000,000. 

Now,  a  far  larger  share  of  contributions  is  needed  from  private  parties 
to  construct  and  equip  hospitals  than  to  maintain  them.  Probably  only  a 
small  percentage  of  hospitals  are  paying  propositions.  The  average  hospital 
can  count  itself  fortunate  if  its  ordinary  sources  of  income  (including  cur- 
rent donations)  are  sufficient  to  pay  its  running  expenses  and  meet  the  de- 
preciation dharges.  Little  or  nothing  can  be  accumulated  for  plant  exten- 
sion. Practically  all  of  the  funds  for  new  building  and  equipment  must 
come  from  either  public  appropriations  or  private  donations.  While  any 
precise  allocation  of  the  burden  between  these  two  sources  is  plainly  impos- 
sible, it  is  probably  roughly  correct  to  estimate  that  at  least  one-half,  or  ap- 
proximately $58,000,000,  must  be  raised  annually  from  private  sources. 

28  Dr.  A.  C.  Burnham,  The  Community  Health  Problem,  p.  12. 

27  See  his  review  of  Dr.  Burnham's  book,  The  Survey,  April  16,  1921,  p.  89. 

28  This  includes  not  only  beds  in  the  general  hospitals  but  those  in  the  surgical, 
tuberculosis,  children's,  maternity,  eye,  ear,  nose  and  throat  hospitals  as  well. 

29  The  ratio  naturally  varies  greatly  from  state  to  state;  thus  in  Mississippi  it  is 
one  to  887  and  in  Wyoming  one  to  17.    The  Hospital  Field,  op.  cit.,  pp.  7-8. 

30  The  Hospital  Field,  op.  cit,  p.  13. 
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2.  Dispensaries. 

Davis  and  Warner,  in  their  admirable  work  on  dispensaries,  estimated 
that  there  were  approximately  3,000  dispensaries  in  1917,  with  total  visits 
of  from  twelve  million  to  fifteen  million  annually. ^^  Since  then  the  num- 
ber and  use  of  dispensaries  have  increased  rapidly  and  it  seems  conservative 
to  estimate  that  fifteen  million  visits  are  made  to  privately  managed  dis- 
pensaries. The  average  cost  per  visit,  if  no  salaries  were  paid  to  clinical 
physicians,  was  estimated  by  Davis  and  Warner  as  50  cents  for  hospital 
dispensaries  and  much  higher  for  dispensaries  not  attached  to  hospitals.^" 
If  physicians  were  paid,  the  cost  would  probably  be  at  least  50  cents  more 
a  visit.^^  It  is,  of  course,  only  proper  that  they  should  be  so  paid  and  we 
may  then  estimate  the  necessary  cost  in  1917  as  at  least  $1  per  visit.  How 
much  of  this  can  the  patients  be  reasonably  expected  to  pay?  Davis  and 
Warner  estimate,  after  a  study  of  many  clinics,  that  the  patients'  fees  can 
be  expected  to  meet  approximately  one-half  of  the  expenses.^*  This  means 
that  private  donations  should  amount  to  approximately  50  cents  a  visit,  or 
a  total  of  $7,500,000  for  the  country  as  a  whole. 

3.  Visiting  and  Public  Health  Nurses. 

There  has  been  a  great  development  of  public  health  and  visiting  nursing 
within  the  last  decade,  which  is  shown  by  the  following  table. 


Growth  of  Public 

Health  Nursing  in  the  Unitei 

►  Stateb.86 

Year 

Organizations 

Nurses 

1891 
1905 
1914 
1919 

58 

200 

1992 

3094 

130 

400 

5159 

8770 

These  figures  include  industrial  nurses  as  well  as  purely  visiting  nurses. 
It  is  probable,  however,  that  there  are  well  over  5,000  visiting  nurses  in  the 
country. 

Dr.  Burnham  states  that  one  such  nurse  for  every  3,000  persons  in  a 
community  is  none  too  many,  and  that  in  the  rural  districts  the  number  of 
people  for  every  nurse  should  be  smaller.^^  This  would  mean  that  there 
should  be  between  35,000  and  40,000  visiting  nurses  in  the  United  States 
as  a  whole.  It  would  be  plainly  impossible  to  obtain  this  standard  at  once, 
but  it  is  most  conservative  to  set  10,000  as  the  number  that  should  be 
reached  within  the  year. 

How  much  of  a  private  subsidy  would  be  needed  to  support  these  nurses  ? 
If  her  district  is  properly  de-limited,  a  nurse  can  make  approximately  six 
visits  a  day.     The  cost  per  visit  was  estimated  before  the  war  as  ranging 

31  Davis  and  Warner,  Dispensaries,  p.  37. 

32  Ibid.,  p.  266. 

33  Ibid.,  p.  270. 

34  Ibid.,  p.  274. 

35  Compiled  by  the  National  Organization  for  Public  Health  Nursing.  For  the 
earlier  period  of  development,  see  Y.  Waters,  Visiting  Nursing  in  the  United  States, 
1912. 

38  Dr.  A.  C.  Burnham,  The  Community  Health  Problem,  p.  49. 
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from  50  to  75  cents,'^  and  today  it  is  probably  at  least  one  dollar.  It  seems 
only  reasonable  to  estimate  that  the  patients  should  contribute  one  half  of 
this  expense,  as  was  found  equitable  in  the  case  of  dispensaries,  which  leaves 
approximately  $900  a  year  per  nurse  to  be  met  from  private  donations. 
This,  for  10,000  nurses,  would  amount  to  $9,000,000,  which  we  may  accept 
as  a  necessary  minimum. 

4.  Medical  Research. 

Medical  research  work  of  great  value  is  already  being  done.  The  Rocke- 
feller Foundation  in  1917  spent  approximately  $4,000,000  for  this  purpose 
and  for  public  health  work.^^  The  fields  of  possible  service  before  this 
branch  of  medicine  are  practically  unlimited.  Millions  of  lives  have  been 
saved  by  the  researches  of  Walter  Reed  and  General  Gorgas  into  the  causes 
of  yellow  fever,  while  investigations  into  the  hookworm  disease  and  typhus 
have  already  saved  an  incalculable  number  of  lives.  Equally  important  dis- 
coveries await  us  in  the  fields  of  cancer,  infantile  paralysis,  and  pneumonia 
research,  and  in  many  other  lines  as  well — held  back  only  by  the  lack  of 
proper  laboratories,  clinics,  and  funds  to  engage  a  sufficient  corps  of  ex- 
perts. On  a  basis  of  human  importance  alone,  therefore,  appropriations  of 
$20,000,000  or  $30,000,000  would  certainly  not  be  excessive.  However,  so 
far  donations  for  this  purpose  have  come  almost  entirely  from  the  wealthy, 
who  form  but  a  fraction  of  our  giving  public.  Hence  for  the  present  a  total 
of  $10,000,000  in  addition  to  the  income  from  present  endowments  is  prob- 
ably as  much  as  can  be  expected. 

5.  Health  Education. 

Excellent  work  is  now  being  done  by  various  private  health  agencies  in 
spreading  knowledge  concerning  the  prevention  and  care  of  disease. 
\mong  these  may  be  mentioned  the  American  wSocial  Hygiene  Society  the 
■National  Mental  Hygiene  Society,  the  National  Tuberculosis  Association, 
che  various  state  and  local  Child  Welfare  Associations,  and  other  agencies. 
Such  bodies  are  needed  in  every  state  and  locality  to  supplement  the  work 
of  public  organizations  and  to  popularize  existing  medical  knowledge.  The 
necessary  expense  of  printing,  lecturing,  and  organizing  will  require  at  least 
$5,000,000  annually. 

IV.  Plai/  and  Recreation.  $15,000,000. 
In  riiiraffo.  a  cit}^  unusually  eouipped  with  public  parks  and  ]>laygrounds, 
over  $650,000  was  spent  in  1920  by  accredited  private  organizations  for 
recreational  ]iurposes.^°  This  was  an  expenditure  of  approximately  25 
cents  per  ]ierson,  and  a  proportionate  expenditure  throuffhout  the  country 
would  amount  to  somctliing  over  $26,000,000.  It  is  probable  that  this  would 
not  be  excessive,  but  since  the  need  is  probably  less  in  smaller  localities,  we 
may  perhaps  accept  $15,000,000  as  a  more  proper  sum.'**' 

87  Dr.  A.  C.  Burnham,  op.  cit.,  p.  '49. 

3S  Report  of   the   Rockefeller   Fovtiflation   for    1917.   pp.   46-t7. 

80^4  Classified  List  of  Local  Philanthropic  and  Charitable  Organizations,  op.  cit., 
pp.  74-83.     This  includes  expenditures  for  settlements,  boys'  clubs,  girls'  homes,  etc. 

40  The  total  amount  here  allotted  for  organized  relief,  health,  recreation,  and  the 
Young  Men's  and  Young  Women's  Christian  Associations  amounts  to  $395,000,000. 
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V.  Education.     $145,000,000. 

1.  Colleges  and  Universities. 

The  crying  need  of  our  institutions  of  higher  learning  for  increased  en- 
dowment and  income  is  notorious.  The  increase  in  prices  within  the  last 
few  years  has  cut  in  half  the  purchasing  power  of  iixed  endowment  funds 
and  salaries  which  were  all  too  scanty  even  then.  Private  philanthropy  can 
not  of  course  be  expected  to  bear  the  burden  of  the  support  of  public  insti- 
tutions— that  duty  devolves  upon  the  states — but  without  its  aid,  the  educa- 
tion given  in  private  institutions  will  inevitably  greatly  deteriorate. 

There  were  in  1917-18  approximately  245,000  students  in  the  private 
colleges  and  universities  of  the  country, — a  number  over  twice  as  great  as 
that  in  the  public  institutions  of  higher  learning.*^  The  great  influx  of  stu- 
dents after  the  war  undoubtedly  brought  the  enrollment  in  the  private  in- 
stitutions by  the  fall  of  1920  to  somewhat  over  300,000.*- 

The  average  cost  of  instruction  per  student  for  which  we  have  the  most 
recent  record  is  $365  a  year.*^  An  increase  of  one  quarter  in  this  amount, 
or  an  average  of  $455  a  year,  would  be  a  most  moderate  minimum  standard. 
Student  fees  cannot  be  expected  to  meet  much  more  than  one  half  of  this 
and  probably  should  not  exceed  this  proportion.**     Government  grants  to 

The  authors  have  collected  statistics  from  thirty-four  cities  with  financial  federa- 
tions of  varying  degrees  of  inclusiveness  and  with  a  total  population  in  1920  of 
over  6,600,000.  We  find  that  the  total  amount  contributed  through  these  financial 
federations,  in  the  last  year  for  which  there  is  record,  was  $18,056,000,  or  $2.81  per 
person.  Since  there  were  many  organizations  in  a  large  percentage  of  the  cities 
which  were  outside  the  federations,  an  estimate  of  between  $3.50  and  $i.00  per 
capita  as  the  probable  contribution  in  these  cities  to  these  causes  is  conservative. 
The  same  rate  of  contribution  for  the  country  at  large  would  amount  to  between 
368  and  422  millions.  In  the  light  of  what  has  actually  been  done  in  these  cities 
with  a  mere  improvement  in  the  technique  of  raising  funds,  our  estimated  allotment 
for  the  country  as  a  whole  seems  moderate.  The  cities  investigated  were  Denver, 
Colorado;  South  Bend,  Indiana;  Cedar  Rapids  and  Des  Moines,  Iowa;  Emporia, 
Kansas;  Louisville,  Kentucky;  Bay  City,  Detroit,  Flint,  Grand  Rapids,  Kalamazoo, 
Lansing,  and  Saginaw,  Michigan;  New  Bedford,  Massachusetts;  Minneapolis  and 
St.  Paul,  Minnesota;  Kansas  City  and  St.  Joseph,  Missouri;  Plainfield  and  the 
Oranges,  New  Jersey;  Bufi'alo,  Elmira,  Jamestown,  Rochester,  and  Rome,  New 
York;  Akron,  Cincinnati,  Cleveland,  Dayton,  and  Middletown,  Ohio;  Oklahoma  City, 
Wklahoma;  Erie,  Pennsylvania;  Parkersburg,  West  Virginia;  and  Milwaukee,  Wis- 
consin. 

♦1  "Statistics  of  State  Universities  and  State  Colleges,"  United  States  Bureau  of 
Education,  Bulletin  JSo.  87,  1919,  p.  21. 

42  George  F.  Zook  in  School  Life  (the  periodical  published  by  the  U.  S.  Bureau 
of  Education),  March  1,  1921,  p.  2,  estimates  that  the  enrollment  m  private  institu- 
tions of  higher  learning  increased  20  per  cent  from  1916  to  1919.  Since  the  1916 
enrollment  was  approximately  255,000,  this  would  mean  an  attendance  of  something 
over  805,000.     To  this  should  be  added  the  increase  in  1920  over  1919. 

*3  Zook,  op.  cit.,  p.  2. 

4*  In  1917-18,  the  receipts  from  students'  fees  and  other  sources  comprised  54 
per  cent  of  the  total  income  of  private  institutions.  United  States  Bureau  of  Edu- 
cation, Bulletin  87,  1919,  op.  cit.,  p.  28. 
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private  institutions  will  be  of  some  assistance/^  but  it  is  difficult  to  see  how 
anything  less  than  $200  income  per  student  from  private  philanthropic 
sources  will  suffice.  This  estimate  is  corroborated  by  an  investigation  made 
by  Dr.  C.  H.  French  for  the  American  Association  of  Colleges.  Writing 
over  two  years  ago.  Dr.  French  estimated  that  in  private  colleges  an  annual 
income  from  endowment  or  private  sources  of  at  least  $200  per  student  was 
necessary  if  a  minimum  standard  of  efficiency  was  to  be  maintained.*® 

Such  an  amount  for  the  over  300,000  students  in  private  institutions  would 
mean  that  an  annual  income  of  something  over  $60,000,000  is  needed  from 
endowments  or  current  gifts.  This  would  necessitate  a  total  endowment  of 
$1,200,000,000  while  tlie  total  endowment  of  all  the  private  institutions  in 
1918  was  only  $435,000,000.*^  Many  millions  more  were  added  in  1919  and 
the  early  part  of  1920,  but  it  would  be  a  most  liberal  allowance  if  we  were 
to  estimate  $500,000,000  as  the  total  endowment  of  private  colleges  by  the 
beginning  of  1921.  This  would  leave  $700,000,000  as  the  necessary  amount 
to  be  added  to  the  endowments  of  the  private  institutions,  if  they  are  to  be 
enabled  permanently  to  perform  their  proper  functions. 

Here  again  it  is  only  wise  to  set  a  ten-year  period  for  securing  this 
amount,  and  this  would  mean  an  annual  contribution  to  the  permanent  en- 
dowments of  the  colleges  of  at  least  $70,000,000. 

It  would  also  be  necessary,  however,  to  make  contributions  to  meet  the 
current  expenses  of  the  colleges  during  the  time  that  the  endowment  was 
insufficient.  Thus,  since  at  least  $60,000,000  is  needed  annually  and  the 
income  from  the  endowment  during  the  first  year  of  this  ten-year  period 
would  net  only  $28,500,000,  there  would  be  left  $31,500,000  to  be  met  from 
current  gifts.  This  amount  would  decrease  annually  as  the  amount  of  the 
endowment  increased.  During  the  next  year,  our  private  colleges  and  uni- 
versities, therefore,  would  need  at  least  $100,000,000  in  donations. 

2.  Private  Secondary  Schools. 

The  United  States  Bureau  of  Education  states  that  during  the  academic 
year  1917-18,  $1,748,000  was  given  by  individuals  to  186  private  schools." 
Taking  into  account  the  decreased  purchasing  power  of  the  dollar  and  the 
hundreds  of  worthy  schools  that  are  on  the  most  precarious  of  financial 
footings,  an  estimate  of  $5,000,000  as  a  necessary  minimum  is  not  dispro- 
portionate. 

3.  Negro  Education. 

The  negroes,  particularly  in  the  South,  do  not  receive  anywhere  near 
equal  educational  opportunities  as  compared  with  the  whites.  Jones's  classic 
study  on  Negro  Education  shows  that  in  1916  the  southern  states  expended 
$10.32  on  teachers'  salaries  for  each  white  child  between  six  and  fourteen, 

45  In  1917-18,  approximately  4  per  cent  of  the  total  income  was  received  from 
this  source.     United  States  Bureau  of  Education,  Bulletin  87,  op.  cit.,  p.  23. 

46  S.  P.  Capen,  A  Survey  of  Higher  Education,  1P16-18,  United  States  Bureau  of 
Education,  Bulletin  23,  1919,  p.  6. 

47  Compiled  from  data  given  in  United  States  Bureau  of  Education,  Bulletin  No. 
87,  1919,  op.  cit.,  pp.  27-28. 

48  United  States  Bureau  of  Education,  Bulletin  No.  S,  1920;  "Private  High  Schools 
and  Academies,"  p.  59. 
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while  they  expended  only  $2.89  for  each  colored  child  of  the  same  age 
period.*^  In  other  words  the  colored  child  received  only  28  per  cent  of  the 
expenditure  given  the  white. 

Even  including  the  $3,000,000  given  to  private  negro  schools,  the  total 
amount  available  for  negro  education  is  only  about  half  as  much  per  capita 
as  for  white  education. ^'^  It  is  idle  to  say  that  this  deficit  should  be  made 
good  by  the  legislatures  of  the  southern  states.  These  states  have^  en  the 
whole,  shown  so  little  inclination  to  better  the  educational  opportunities  of 
the  negro  that  it  has  been  found  necessary  to  supplement  their  appropria- 
tions by  private  donations.  Hitherto  most  benefactions  have  of  course  taken 
the  form  of  the  establishment  of  additional  private  schools,  but  an  even  more 
promising  method  in  recent  years  has  been  the  development  of  private  aid 
to  the  public  schools  as  worked  out  by  the  Jeannes,  Phelps-Stokes,  and 
Rosenwald  Funds.  Under  the  Rosenwald  plan,  the  private  donation  is  con- 
ditioned upon  the  appropriation  of  additional  sums  by  the  state  or  local 
authorities,  thus  preventing  the  localities  assisted  from  being  pauperized 
and  stimulating  them  as  well  to  bear  their  own  burden. 

We  may  divide  the  donations  needed  into  two  classes: — (1)  Donations 
for  public  education.  A  subsidy  of  at  least  $6  for  each  of  the  approxi- 
mately 2,000,000  negro  children  between  the  ages  of  six  and  fourteen  is  es- 
sential if  anything  like  equality  of  educational  opportunity  is  to  be  secured. 
This  is  based  on  the  increased  cost  of  instruction  since  1916  and  would  re- 
quire more  than  a  $6  salary  appropriation  per  child  from  the  school  authori- 
ties. This  subsidy  would  total  $12,000,000.  (2)  Donations  for  private 
education.  As  has  been  stated,  approximately  $3,000,000  was  contributed  in 
1916  to  private  schools  for  the  negroes.  These  were  mostly  of  secondary 
grade.  Jones's  painstaking  study  shows  that  while  there  are  many  fraudu- 
lent schools  that  should  be  exposed  or  abolished,  many  are  doing  excellent 
work  under  very  great  difficulties.  The  schools  already  in  existence  should 
be  strengthened  appreciably  before  any  new  schools  are  added.  In  view 
of  these  needs  and  the  diminished  purchasing  power  of  the  dollar,  contribu- 
tions of  not  less  than  $12,000,000  are  needed  annually  to  give  training  in 
such  practical  matters  as  agriculture,  the  manual  trades,  home-making  and 
sanitation,  as  well  as  the  education  of  the  teachers,  doctors,  dentists,  etc., 
that  are  needed  by  the  race. 

4.  Scholarships  for  Needy  Children. 

Within  recent  years  several  groups,  notably  the  Henry  Street  Settlement 
in  New  York  City  and  the  White- Williams  Foundation  of  Philadelphia,  have 
recognized  the  great  economic  and  social  loss  resulting  from  hundreds  of 
thousands  of  children  leaving  school  at  the  minimum  age  because  ct  eco- 
nomic need.  The  organizations  mentioned  have  given  scholarships  to  the 
families  of  especially  gifted  children  to  make  it  possible  for  them  to  con- 
tinue in  school.  These  scholarships  are  considerably  less  than  what  the 
child  would  be  able  to  earn,  so  that  sacrifice  on  the  part  of  the  family  is 
required  to  help  keep  the  child  in  school.  The  assistance,  however,  does 
make  possible  further  training  which  otherwise  would  be  impossible.     Schol- 

49  Thomas  Jesse  Jones,  Negro   Education;   United  States  Bureau   of  Education, 
Bulletins  38  and  39,  1916.     See  especially  Bulletin  39,  p.  13. 
60  Jones,  op.  cit.;  Bulletin  39,  p.  12. 
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arships  costing  on  the  average  $200  annually  for  75,000  school  children,  or 
less  than  10  per  cent  of  those  who  now  drop  out  of  school  each  year  at  the 
age  of  fourteen,  would  amount  to  $15,000,000. 

5.  Experimental  Schools. 

Public  schools  can  in  their  very  nature  do  little  experimental  work,  hence 
various  private  schools  of  an  experimental  nature  have  been  endowed  in 
various  cities  of  the  country.  Results  there  developed  have  been  taken  over 
in  many  instances  by  the  public  schools. °^  A  minimum  of  one  such  school 
for  every  state  would  cost  at  least  $1,000,000  annually. 

VI.  The  Fine  Arts.  $20,000,000. 
Philanthropic  giving  very  frequently  takes  the  form  of  developing  the 
arts  and  making  their  enjoyment  possible  for  the  people  at  large.  Large 
sums  are  now  given  annually  to  support  art  galleries,  the  many  symphony 
orchestras,  public  concerts,  schools  of  musical  education,  and  museums  of 
various  kinds.  Thus  in  Chicago  subscriptions  of  from  $500,000  to  $1,000,- 
000  are  needed  annually  to  support  the  Grand  Opera  Company  alone.  The 
sums  now  given  for  all  these  purposes  today  certainly  amount  to  more  than 
$10,000,000  and  may  run  as  high  as  $20,000,000.  To  set  the  latter  figure 
as  the  amount  that  should  be  given  is  a  most  moderate  estimate. 

VII.  Miscellaneous  Reform  Organisations.  $10,000,000. 
There  are  many  hundreds  of  such  organizations  and  several  score  of  well- 
known  national  bodies,  that  are  receiving  wide  support  today.  The  work 
of  such  bodies  as  the  American  Association  for  Labor  Legislation,  the  Pro- 
portional Representation  League,  the  National  Child  Labor  Committee,  the 
Consumers'  League,  the  Foreign  Policies  Association,  Community  Service, 
the  National  Tuberculosis  Association  and  others,  is  invaluable  in  the  con- 
tributions which  they  have  already  made  to  public  thinking.  To  this  should 
be  added  the  support  of  such  publications  as  The  Survey,  The  Family,  and 
other  periodicals.  From  partial  statistics  that  have  been  gathered,  it  seems 
clear  that  at  least  several  millions  are  now  being  spent  for  such  groups  to 
do  pioneering  on  the  frontier  of  social  purpose.  The  sum  of  $10,000,000 
annually  for  this  general  purpose  would  be  a  low  minimum. 

VIII.  Direct  Personal  Gifts  to  Individuals.  $200,000,000. 
In  the  preceding  sections  we  have  listed  only  such  contributions  as  are 
made  through  formal  organizations  and  have  omitted  the  more  common  form 
of  personal  charity, — namely,  direct  giving  from  donor  to  recipient.  Such 
charity  includes  direct  gifts  of  money,  clothing,  and  food,  together  with 
those  personal  loans  which  are  really  gifts.  The  United  States  Bureau  of 
Labor  in  its  investigation  into  family  expenditures  in  1901  found  that  in  ap- 
proximately 2,600  families,  about  three  tenths  of  one  per  cent  of  the  aver- 
age income  was  spent  for  charity.^^     The  amounts  thus  spent  were  about 

01  The  Gary  schools,  for  instance,  are  copied  upon  the  principles  worked  out  by 
Professor  John  Dewey  in  the  famous  "Dewey  School"  in  Chicago. 

^2  Eighteenth  Annual  Report,  United  States  Commission  of  Labor,  1903,  Cost  of 
Living  and  Retail  Prices  of  Food,  pp.  500-01,  508-09,  366-67. 
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three-tenths  as  much  as  was  contributed  for  religious  purposes.  It  is  prob- 
ably correct  to  assume  that  practically  all  of  this  consisted  of  direct  gifts 
to  those  in  need.  The  study  made  by  the  Philadelphia  Bureau  of  Municipal 
Research  in  the  fall  of  1918  of  260  families  showed  that  they  spent  approxi- 
mately one-half  of  one  per  cent  of  their  income  for  gifts  of  "friendship"  out- 
side of  the  family,  and  for  gifts  of  charity. ^^  Probably  both  of  these  items 
should  be  counted  as  charitable  contributions. 

It  seems  fairly  safe,  therefore,  to  set  the  personal  gifts  of  the  lower  paid 
workers  at  somewhere  around  three-tenths  of  one  per  cent  of  their  income. 

No  one  can  estimate  the  amounts  given  directly  by  those  of  the  higher 
income  groups.  It  is  probably,  however,  not  doing  violence  to  the  facts  if 
we  estimate  an  equal  proportional  contribution.  Upon  this  assumption,  of 
direct  contributions  of  three-tenths  of  one  per  cent  of  the  national  personal 
income  of  fifty-five  billions,  the  total  amounts  so  contributed  would  be  ap- 
proximately 165,000,000.  This  may  or  may  not  be  more  than  is  now  given. 
It  is  interesting  to  note,  however,  in  this  connection  that  Dr.  E.  T.  Devine 
some  years  ago  estimated  that  the  amount  of  such  direct  contributions  proba- 
bly outweighed  the  relief  distributed  through  organizations  or  institutions.'* 

Whatever  may  be  the  facts  of  present  direct  contributions,  few,  probably, 
will  deny  that  at  least  $200,000,000  should  be  given.  In  the  face  of  such 
great  need,  is  it  not  most  conservative  to  set  this  as  the  minimum  figure? 

IX.  Foreign  Relief.     $166,000,000. 

East  of  the  Rhine,  the  war  has  impoverished  whole  populations,  so  that 
the  very  lives  of  millions  of  women  and  children  are  threatened.''  While 
it  is  only  proper  that  the  wealthy  in  the  various  countries  should  bear  a 
large  portion  of  the  burden,  the  need  is  so  staggering  and  the  total  national 
resources  of  many  of  the  countries  so  scanty  that  America,  whose  wealth  is 
so  much  greater  than  that  of  any  other  country,  should  assist  in  carrying 
the  load.  Furthermore,  the  failure  of  a  large  section  of  the  rich  in  the  dis- 
tressed countries  to  do  their  duty,  does  not  free  us  from  the  obligation  of 
doing  ours.  Finally,  the  question  as  to  whether  relief  to  the  population 
would  assist  governments  of  which  we  disapprove  may  well  be  brushed  aside 
in  view  of  the  intense  suffering  of  flesh  and  blood  persons.  Human  need  is 
the  great  reality,  and  human  response  to  that  need  the  surest  way  of  ce- 
menting friendship  and  good  will  between  peoples  and  nations. 

Nevertheless,  in  view  of  the  distance  of  the  suffering  and  the  difficulty  of 
appeal,  we  have  thought  it  best  to  limit  the  quota  of  American  gifts  to  a 
point  in  general  just  sufficient,  when  joined  with  the  charitable  relief  from 
other  countries,  to  meet  the  primary  needs  of  food,  clothing,  shelter,  and 
some  medical  attention. 

53  Beyer,  Davis  and  Thwing,  Workingman's  Standard  of  Living  in  Philadelphia, 
p.  85. 

64  Devine,  The  Principles  of  Relief,  p.  332. 

55  For  a  reliable  description  of  conditions  during  the  early  part  of  1920,  see  Henry 
P,  Davison's  address  reported  in  The  Survey,  April  24,  1920,  pp.  137-138.  Julia  C. 
Lathrop,  The  Children  of  Central  Europe,  Mother  and  Child,  October  1920,  (Vol. 
No.  S)  pp.  99-107.  The  press  releases  of  the  American  Friends'  Service  Commit- 
tee, 20  South  12th  St.,  Philadelphia,  give  a  sober  yet  convincing  picture  of  the  con- 
ditions during  both  1920  and  1921. 
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1.  Armenia  and  Near  Eastern  Relief. 

Armenia  is  destitute  and  decimated.  Although  over  $50,000,000  of  relief 
has  been  distributed  in  the  Near  East  since  the  Armistice,  the  situation  to- 
day, as  a  result  of  the  continued  fighting,  is  desperate.  Hundreds  of  thou- 
sands of  children  and  adults  are  literally  starving  to  death,  and  while  the 
Near  East  Relief,  due  to  the  difficulty  of  raising  funds,  can  only  plan  an 
expenditure  of  $15,000,000  during  the  coming  year,  several  times  this  sum  is 
urgently  needed.^"  An  estimate  of  $35,000,000  as  the  basic  minimum  which 
should  have  been  spent  during  1921  is  most  conservative. 

2.  Austria. 

The  dismemberment  of  the  Austro-Hungarian  Empire  destroyed  an  al- 
most self-sufficing  economic  union.  As  is  well  known,  the  various  liberated 
peoples  are  refusing  to  trade  with  Vienna,  and  in  consequence  the  popula- 
tion of  that  unhappy  city  would  be  slowly  starving  to  death  were  it  not  for 
outside  aid.  In  1920,  100,000  schoolchildren  alone  were  underfed  and  dis- 
eased, while  the  younger  children  were  suffering  still  more.  Thousands 
died  weekly.  English  and  American  Friends  (Quakers),  forming  only  one 
of  the  relief  organizations,  planned  to  distribute  relief  at  the  rate  of  $4,500,- 
000  a  year.  To  this  should  be  added  the  larger  sums  contributed  by  such 
organizations  as  the  American  Red  Cross,  the  European  Children's  Fund, 
and  other  bodies.  At  least  $20,000,000  was  needed  to  tide  this  population 
over  properly  during  1921. 

3.  Poland. 

In  April,  1920,  there  were  250.000  cases  of  typhus  in  Poland,  while  in 
some  districts  there  was  but  one  doctor  to  every  150,000  people.  A  large 
part  of  the  population  was  also  starving;.  The  situation  became  much  worse 
as  a  result  of  the  Russo-Polish  war.  but  bv  the  middle  of  1921  conditions 
had  beaam  to  improve.  Relief  was  distributed  during  1920-21  by  a  number 
of  agencies  includinsr  the  Red  Cross,  the  Quakers,  the  European  Children's 
Fund,  .Jewish  War  Relief,  etc.  Not  less  than  $15,000,000  was  needed  dur- 
ing 1921  to  carry  on  the  proper  relief  work  and  health  measures. 

4.  Germany. 

The  work  of  the  American  and  Ensrlish  Friends  showed  that  in  1920  ap- 
proximately SO  per  cent  of  the  15.000,000  German  children  were  under- 
nourished, and  that  over  1,000.000  were  badly  and  dangerously  under- 
nourished.''^    Millions   were   suffering  from   the  consequent   child   diseases. 

BO  For  the  need  of  relief  work  and  for  a  statement  of  what  has  been  done,  see  the 
Report  of  the  Near  East  Belief  to  Congress  for  this  year  1920. 

67  The  Quakers  divided  the  child  population  of  Germany  into  four  classes,  with 
the  following  numbers  in  each: 

Class  Description  No.  of  Children 

1.  Normally  nourished  10,500.000 

2.  Under  nourished  3,500,000 

3.  Badly  undernourished               )  .  ^^  .   . 
""       4.  Dangerously    undernourished  ]  '      >  " 

Total  15,000,000 
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The  American  Friends'  Service  Committee  estimated  that  outside  contribu- 
tions of  at  least  $1,000,000  a  month,  or  $12,000,000  a  year,  were  necessary 
during  the  year  1920-21,  to  give  the  supplementary  feedings  to  these  chil- 
dren alone.  Sufficient  funds  to  feed  approximately  750,000  children  were 
secured  and  supervised  daily  meals  were  given  to  that  number.  By  the  fall 
of  1921,  the  need  had  abated  and  less  than  half  that  sum  was  needed.  A 
moderate  amount  for  all  necessary  relief  in  that  country  during  1921 
would  therefore  have  been  $10,000,000. 

5.  The  Baltic  States. 

The  newly  created  states  of  Latvia,  Finland,  Esthonia,  and  Lithuania  have 
also  been  suffering  from  typhus  and  starvation.  At  least  $4,000,000  is 
needed  for  relief  in  these  countries. 

6.  Russia. 

There  is  great  distress  in  Russia.  For  our  purpose  it  is  idle  to  go  back 
to  its  original  causes  in  the  seven  years  of  warfare,  the  blockade,  the  crop 
failures,  or  the  Bolshevik  government.  The  reality  is  terrible  enough,  and 
it  is  now  happily  remediable  through  our  own  American  Relief  Administra- 
tion which  is  to  have  full  charge  of  the  distribution  of  all  of  its  funds. 

The  present  sources  of  distress  are  twofold: 

a)  The  continued  shortage  of  the  primary  means  of  subsistence,  espe- 
cially food,  in  the  large  cities,  beginning  with  Moscow  and  Petrograd. 
Early  in  1921  Miss  Anna  Haines  of  the  American  Friends'  Service  Com- 
mittee reported  that  the  infant  death  rate  in  Moscow  was  40  per  cent  and 
that  in  that  city  alone  at  least  38,000  children  were  on  the  verge  of  actual 
starvation. 

b)  The  recent  famine  in  the  Volga  area.  This,  according  to  the  most  re- 
cent estimates,  is  affecting^  approximatelv  thirty  million  persons ;  and  al- 
though transportation  in  that  region  is  difficult,  a  fairly  complete  salvaging 
of  the  population  should  not  prove  impossible  if  help  is  prompt.  Dr.  Nan- 
sen  has  estimated  the  need  at  approximately  $150,000,000.  For  America 
to  contribute  only  $40,000,000  of  this  would  certainly  be  most  moderate. 

7.  Italy. 

While  the  suffering  since  the  Armistice  has  been  greatest  in  the  defeated 
or  blockaded  countries,  the  peoples  in  the  nominally  victorious  nations  have 
also  undergone  great  privation.  The  suffering  in  Italy  has  been  especially 
acute.  Tens  of  thousands  of  children  have  been  slowly  starving,  and  out- 
side relief  has  been  greatly  needed.  Much  money  has  of  course  been  sent 
back  to  Italy  by  Italian  Americans  and  various  societies  have  also  dis- 
tributed a  great  deal  of  relief.  It  seems  probable  that  at  least  $7,000,000 
is  needed  to  meet  the  general  needs. 

8.  The  Balkans. 

The  Balkan  countries,  particularly  Serbia,  are  suffering  severely.  Serbia 
lost  approximately  a  third  of  her  population  during  the  war,  and  most  of 
the  remainder  are  diseased  and  impoverished.  Lar^e  sections  of  Rumania, 
particularly  the  Drobrudja,  were,  even  by  the  end  of  1920,  almost  destitute. 
Parts  of  Macedonia,  Greece,  and  Bulgaria  were  also  greatly  in  need  of  as- 
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sistance.     Not  less  than  $10,000,000  would  probably  have  been  sufficient  to 
cope  with  the  situation. 

9.  China. 

The  series  of  crop  failures  in  Northern  China  resulted  in  the  terrible 
famine  of  1920-21.  As  a  result,  over  thirty  millions  of  people  were  starv- 
ing. It  was  at  first  thought  that  at  least  $200,000,000  was  needed  to  save 
them.  It  finally  developed,  however,  that  as  a  result  of  the  very  severe 
rationing  adopted,  probably  $50,000,000,  if  it  could  have  been  secured  and 
efficiently  distributed,  would  at  least  have  kept  them  alive.  China,  herself, 
poor  as  she  is,  raised  $7,500,000  for  relief  and  generous  sums  were  given 
in  other  countries.  If  all  the  sufferers  were  to  have  been  saved,  however, 
the  United  States  should  have  raised  approximately  $35,000,000,  instead  of 
less  than  one-quarter  of  this  sum  as  she  did.  Due  to  the  difficulties  of  dis- 
tribution, however,  it  is  doubtful  whether  more  than  $20,000,000  could  have 
been  expended  efficiently,  and  we  accept  this  grossly  inadequate  sum  as 
America's  minimum  contribution. 

10.  Ireland. 

There  has  been  a  great  deal  of  physical  suffering  and  distress  caused  in 
Ireland  by  the  strife  between  the  opposing  political  parties.  The  American 
Commission  for  Relief  in  Ireland  has  called  for  a  subscription  of  $10,400,- 
000  for  relief  work.  It  is  probable  that  this  is  something  of  an  overesti- 
mate, although  the  White  Cross,  a  non-partisan  organization  through  which 
the  relief  is  being  distributed,  has  testified  to  the  existence  of  great  need. 
The  White  Cross  has  also  guaranteed  that  no  discrimination  shall  be  shown 
in  the  distribution  of  the  relief. 

It  is  probably  safe,  however,  to  place  our  estimate  of  $5,000,000  as  the 
basic  amount  needed. 

The  above  sums,  totalling  $166,000,000  for  foreign  relief  are  but  a  modest 
increase  over  the  extremely  inadequate  sums  already  contributed  in  this 
countrv  for  foreign  relief.  Thus  the  European  Children's  Fund  received 
$35,000,000  in  the  winter  of  1920-21,  the  American  Red  Cross  planned  to 
spend  $15,000,000,  the  Near  East  Relief  expended  approximately  $10,000,- 
000,  nearly  $8,000,000  was  raised  for  China  relief,  while  to  this  should  be 
added  the  independent  contributions  to  such  bodies  as  the  American  Friends' 
Service  Committee,  the  Jewish  War  Relief  Agencies,  and  other  organiza- 
tions. Moreover,  added  to  this  were  the  personal  contributions  sent  direct 
to  the  needy  by  those  resident  in  the  United  States. 

Deduction  for  Existing  Endowments 

For  many  of  the  objects  listed,  such  as  for  example  higher  education, 
hospital  maintenance  and  medical  research,  we  have  found  it  possible  to 
segregate  the  amounts  needed  from  the  present  endowments.  In  these  cases, 
the  estimated  amounts  are  not  the  gross  but  the  net  additional  sums  that 
must  be  raised.  Tliis,  however,  has  not  been  possible  in  all  cases,  notably 
in  connection  with  institutions  for  children  and  for  the  aged. 

In  1910,  the  United  States  Census  Bureau,  in  its  study  of  benevolent  in- 
stitutions, secured  data  from  1,6'1'6  such  institutions,  covering  the  amounts 
of  their  invested  funds  which  are  shown  below. ''^ 

B8  United  States  Censtut  Report  on  Benevolent  Institutiom,  1910,  p.  78. 
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Type  of  Institution 

Number   of   Institu- 
tions Reporting 

Invested  Funds 

1    Care  of  Children   

409 

53 

586 

519 

'44 
35 

$42,000,000 

2.  Societies  for  Children  

3    Homes  for  Adults     

3,000,000 
46,000,000 

4.  Hospitals    and    Sanitariums. 
5    Dispensaries      . . 

74,000,000 
2,000,000 

6    Blind  and  Deaf 

7,000,000 

Total   

1646 

$174,000,000 

While  only  about  a  third  of  the  total  number  of  institutions  reported  their 
endowments,  it  is  probable  that  they  possessed  a  large  majority  of  all  en- 
dowments, since  those  who  did  not  report  were  apparently  the  smaller  and 
weaker  institutions.  Since  1910,  of  course,  the  endowments  of  charitable 
organizations  have  in  general  greatly  increased.  It  is  extremely  doubtful, 
however,  whether  outside  of  colleges  and  universities  they  exceed  $600,000,- 
000.  This  amount  at  5  per  cent  would  give  an  annual  income  of  $30,000,000 
which  should  be  deducted  from  the  gross  amount  needed  for  philanthropic 
purposes. 

Comparison  of  Minimum  Amount  Recommended  for  Philanthropic  Giving, 
with  Sums  Spent  for  Other  Purposes. 

The  $1,719,000,000  set  as  the  minimum  amount  to  be  contributed  to  phi- 
lanthropic purposes  seems  modest  enough  when  compared  with  the  follow- 
ing sums  which  the  American  people  spent  in  1920,  according  to  the  esti- 
mates of  the  United  States  Treasury  Department,  as  cited  by  Ex-Commis- 
sioner of  Education  Claxton.^'-^ 

Face   Powder,   Cosmetics,   Perfume,   etc $750,000,000 

Furs    300,000,000 

Soft  Drinks    : 350,000,000 

Cigarettes    800,000,000 

Cigars     510,000,000 

Tobacco  and  Snuff    800,000,000 

Jewelry    500,000,000 

Chewing   Gum    50,000,000 

Ice    Cream    250,000,000 

Total    $4,310,000,000 


A  nation  that  can  spend  four  and  one  third  billions  of  dollars  upon  such 
objects  as  these  can  certainly  well  afford  to  spend  less  than  40  per  cent  of 
this  sum  for  charitable  and  religious  purposes. 

B9  School  Life,  April  1,  1921,  p.  2,  Presumably  information  on  these  matters  was 
collected  through  the  medium  of  the  luxury  taxes. 


CHAPTER  in 

The  Needs  of  the  Country  for  Fresh  Capital.  Investment 

Save  in  periods  of  great  distress,  the  amounts  given  for  philanthropic 
purposes  should  not  infringe  unduly  upon  the  annual  savings  of  fresh 
capital  that  are  needed  reasonably  to  increase  the  effectiveness  of  in- 
dustry. It  accordingly  is  necessary  to  determine  the  amount  of  such 
fresh  capital  as  is  needed  by  the  country  as  a  whole. 

In  dealing  with  this  question,  it  will  be  helpful  to  realize  that  capital 
savings  are  of  two  kinds :  those  made  outside  the  price  system 
and  those  made  within  it.  The  most  common  form  of  the  first  type  of 
savings  occurs  in  farming.  The  farmer,  who  with  his  own  labor  or 
that  of  his  family  clears  the  land,  builds  fences,  barns,  and  a  dwelling, 
is  forming  capital.  He  is  forming  it,  however,  not  by  saving  money, 
but  by  applying  labor,  unpaid  in  money,  directly  to  create  commodities 
which  will  last  and  which  will  enable  him  or  his  descendants  to  enjoy 
life  more  fully  in  the  future,  if  not  in  the  present.^  In  such  a  simple 
way,  in  the  main,  was  the  American  wilderness  and  prairie  conquered  by 
the  frontiersmen  and  early  settlers  and  the  capital  equipment  of  Ameri- 
can agriculture  largely  built  up. 

This  method  of  capital  formation,  which  is  necessarily  predominant 
in  a  society  where  there  is  little  division  of  labor,  must  largely  give 
way  in  a  society  of  high  specialization  where  the  necessary  services  of 
others  are  commanded  only  by  the  payment  of  money.  It  is  still,  how- 
ever, probably  the  chief  way  in  which  fresh  capital  is  formed  in  agri- 
culture, as  well  as  in  the  raising  of  live-stock,  and  exists  in  many  other 
forms  of  enterprise  as  well.  Since,  however,  we  are  in  this  study  neces- 
sarily dealing  in  terms  of  dollars,  and  are  excluding  from  our  national 
income  itself  those  items  for  which  a  money  price  is  not  paid,  we  can- 
not include  these  savings  in  our  estimate  of  the  necessary  amounts  of 
money  which  should  be  saved.  We  should,  however,  realize  that  there  is 
a  large  amount  of  capital  that  will  not  be  shown  in  the  monetary  figures 
and  that  in  reality  the  total  capital  formed  will  greatly  exceed  the  esti- 
mates. 

We  are  dealing,  therefore,  in  this  essay  only  with  the  second  type  of 
savings,  namely,  those  made  within  the  price  system  whereby  the  sur- 
plus income  of  private  individuals  in  dollars  is  loaned,  in  return  for  the 
payment  of  interest,  to  enterprises  where  it  senes  to  purchase  the 
necessary  goods  and  services  to  build  up  the  capital  of  those  activities. 

1  For  a  clear  explanation  of  this  type  of  capital  formation,  see  H.  G,  Moulton, 
"Commercial  Banking  and  Capital  Formation,"  Journal  of  Political  Economy,  No- 
vember, 1918,  pp.  851-52.  Knut  Hamsum's  novel,  Growth  of  the  Soil,  describes  this 
process  graphically. 
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Emphasis  should  be  placed  upon  the  word  loaned:  money  taken  by  the 
government  in  the  form  of  taxes  and  invested  in  post-office  buildings,  ir- 
rigation projects,  etc.,  is  indeed  used  to  create  capital,  but  it  is  taken 
by  a  forced  levy,  not  by  voluntary  investment  and  is  therefore  ex- 
cluded. When  the  government  seeks  a  voluntary  loan  from  individuals, 
as  in  the  issuance  of  bonds  for  the  Panama  Canal,  for  a  city  water 
works,  or  a  highway,  the  amount  of  capital  so  invested  would,  however, 
come  within  the  scope  of  this  essay. 

One  further  distinction  should  be  made.  We  are  here  considering 
only  the  net  additions  to  the  existing  capital  equipment  of  the  country ; 
hence  we  should  not  include  in  this  amount  the  sums  needed  for  the  main- 
tenance of  the  existing  equipment  or  as  a  depreciation  fund.  In  correct 
accounting,  these  items  are  carefully  distinguished,  the  annual  receipts 
of  any  enterprise  being  supposed  to  meet  the  necessary  charges  for 
maintenance  and  depreciation,  which  are  designed  merely  to  maintain 
the  existing  property  intact.  Fresh  capital  investment,  on  the  other 
hand,  does  not  merely  maintain,  but  adds  to  the  physical  stock  of 
capital  goods.  We  are  justified  in  considering  only  these  fresh  in- 
vestments, since  the  total  figures  for  the  national  income  which  we  will 
later  use  and  from  which  the  capital  investments  must  be  made,  is  net 
income,  from  which  deductions  have  already  been  made  for  mainten- 
ance, depreciation,  and  obsolescence.  To  provide  for  these  items  from 
this  net  national  income,  therefore,  would  be  to  make  a  double  pro- 
vision for  them.^ 

Two  sets  of  factors  have  been  used  in  determining  the  amounts  of 
capital  which  should  be  saved  annually  in  this  country:  (a)  the  rate 
of  capital  growth  in  the  past,  and  (b)  the  present  capital  needs  of  the 
various  industries  as  estimated  by  experts.  In  some  cases  this  will  mean 
an  increase  over  past  savings,  in  others  a  decrease.  In  making  these 
estimates,  moreover,  we  have  considered  not  whether  it  would  be  profit- 
able for  such  an  amount  of  capital  to  be  saved  and  invested,  but  whether 
the  country  needs  the  added  amount  of  physically  productive  capital. 
That  the  two  viewpoints  may  vary  will  be  seen  from  the  fact  that  in 
periods  of  business  depression,  such  as  we  are  experiencing  in  1921,  it 
is  not  profitable  to  expand  appreciably  the  country's  capital  equipment. 
From  the  long-run  social  viewpoint,  however,  it  is  vitally  important 
that  each  year  or  period  of  years  should  witness  a  steady  growth  in 
the  physical  efficiency  of  the  capital  plant  of  the  country.  Our  esti- 
mate of  the  amount  of  capital  that  should  be  saved  in  1921,  therefore, 
is  undoubtedly  much  in  excess  of  what  actually  will  be  saved  in  this 

2  Many  of  the  estimates  of  the  amounts  of  capital  annually  invested  have  in- 
cluded sums  really  designed  for  maintenance,  depreciation,  and  obsolescence,  and 
hence  have  unduly  swollen  the  total  estimates  of  invested  capital. 
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year;  it  is  probably  somewhat  below  the  amount  that  was  actually 
saved  during  the  extremely  prosperous  years  of  1916  and  1917.  We 
believe,  however,  that  the  amount  estimated  would  furnish  an  adequate 
average  annual  rate  of  capital  growth  over  a  period  of  years,  and  that 
it,  as  well  as  the  estimated  sums  needed  for  philanthropic  purposes, 
may  be  used  as  a  basis  at  least  in  making  estimates  for  a  number  of 
years  to  come. 

Finally,  it  should  be  made  clear  that  we  are  not  relying  in  any  de- 
gree for  these  savings  upon  the  "painless  capital"  created  by  banks  in 
the  form  of  bank  loans.  We  are  depending  solely  upon  the  saved  in- 
come of  individuals  and  corporations  who  lay  by  for  the  future,  rather 
than  spend  for  the  present.  To  the  extent  then  that  bank  loans  stimu- 
late enterprise  and  capital  formation  that  would  not  otherwise  occur, 
and  do  not  constitute  merely  more  monetary  counters  for  the  same 
supply  of  goods,  our  estimates  of  the  amount  of  capital  that  should  be 
saved  would  be  increased. 

Following  the  principles  which  have  been  outlined,  and  using  the  two 
standards  respectively  of  past  average  capital  savings  and  specific 
estimated  present  capital  needs,  we  have  arrived  at  the  following  esti- 
mates of  the  amounts  of  fresh  capital  investment  needed  annually  in 
this  country,  which  amounts  to  approximately  $6,000,000,000. 

Table  2. — Estimated  Capital  Needs  of  the  United  States 
(In  terms  of  March,  1921,  prices) 

Amount 
Object  (in  millions  of  dollars) 

1.  Improvements   in   Agricultural   Land 600 

2.  Buildings    2,300 

3.  Live  Stock    150 

4.  Farm  Implements  and  Machinery   175 

6.  Manufacturing   Machinery    650 

6.  Railroads 750 

7.  Public    Utmties    900 

8.  Highways     150 

9.  Foreign  Investments    500 

Total     $6,175 

The  statistical  data  upon  which  these  estimates  are  made  will  be 
found  in  the  notes  to  this  chapter  where  they  may  be  studied  by  those 
especially  interested.  The  more  casual  reader,  however,  will  probably 
prefer  to  turn  directly  to  the  next  chapter  where  the  thread  of  the 
argument  is  continued. 
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NOTES  TO  CHAPTER  III 
I.  Data  on  the  Past  Rate  of  Capital  Growth 

1.  The  Study  of  the  Census  Bureau  on  the  Increase  of  Wealth  in  the  United 
States. 
The  two  volume  report  of  the  Census  Bureau  on  Wealth,  Debt  and  Tax- 
ation, which  was  published  in  1913,  gives  very  full  estimates  of  our  wealth 
in  1912  as  compared  with  previous  periods.  The  following  table  shows  the 
money  value  of  the  various  classes  of  capital  goods  for  the  years  1904  and 
1912,  together  with  the  total  increase  and  the  average  annual  increase  be- 
tween those  dates.  This  table  does  not  include  such  items  as  (1)  the  annual 
production  during  the  respective  years,  since  this  would  constitute  income 
rather  than  capital;  (2)  articles  partaking  more  of  the  nature  of  con- 
sumers' goods^  such  as  clothing,  jewelry,  carriages,  automobiles,  etc.,  al- 
though buildings  are  included;  (3)  gold  and  silver,  whether  in  coin  or  bul- 
lion. 

Table  3. — Ikceease  in  Money  Value  of  Capital  Goods  and  Land  in  the  United 

States  1904-12.     (Report  U.  S.  Census  Bureau  on  Wealth,  Debt, 

AND  Taxation,  Vol.  1,  p.  21) 


Amount  in  Billions  of  DoUai 

rs 

Form  of  Wealth 

1904 

1912 

Increase        Average  Annual 
1904-1912              Increase 

1 

Real    Property    and    Im- 
provements               62.3         ;        110.7 

Live  Stock  4.1                    6.2 

Farm     Implements     and 

Machinery   .8                    1.'4 

Manufacturing  Machinery            3.3                    6.1 
Railwavs  and  Equipment          11.2                  16.1 
Public  Utilities* '           S.4                 10.3 

48.4 
2.1 

.6 
2.8 
4.9 
4.9 

6.0 
.3 

.1 
.4 
.6 
.6 

Total 


87.1 


150.8 


63.7 


8.0 


*  Including  street  railways,  telegraph  and  telephone  systems,  private  water  works 
and  electric  stations  and  irrigation  systems. 

This  table  shows,  therefore,  a  total  increase  in  the  money  value  of  capital 
goods  and  land  during  these  eight  years  of  approximately  $64,000,000,000, 
or  an  average  annual  rate  of  capital  growth  of  $8,000,000,000.  v 

There  are,  however,  at  least  two  very  serious  defects  in  this  method  of 
measurement  which  make  it  a  gross  overstatement  of  the  amount  of  capital 
actually  saved.  First,  it  includes  the  increased  money  value  of  land  and 
other  items  caused  by  increasing  scarcity  and  a  consequent  increased  money 
rent,  and,  secondly,  it  represents  in  part  the  mere  increase  in  the  general 
price  level.     Each  of  these  may  be  briefly  explained  in  turn. 

As  is  well  known,  an  increase  in  the  population  puts  an  increased  pressure 
upon  the  land  both  for  dwellings  and  for  food.  Poorer  land  must  be  resorted 
to  and  the  better  land  more  intensively  used.  The  result  is  an  increased 
cost  of  production  on  the  land  newly  used  over  the  previous  cost,  and  this 
in  turn  necessitates  a  higher  price  to  the  consumer.  This  higher  price, 
moreover,  means  for  the  lands  previously  used  a  greater  differential  be- 
tween cost  and  price,  and  hence  an  increased  money  rent.     This  increased 
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rental,  together  with  prospective  increases,  is  in  turn  capitalized  into  an  in- 
creased total  value.  Thus  probably  the  largest  part  of  the  extraordinary 
increase  in  land  values  from  1900  to  1910,  which  amounted  to  118 
per  cent,  was  due  to  this  "unearned  increment"  rather  than  to  actual  im- 
provements in  or  on  the  soil,  and  a  large  percentage  of  the  48  billions  of 
capital  increase  from  1904  to  1912  in  land  and  buildings  shown  by  Table 
3  is  a  fictitious  capital  growth.  While  this  unearned  increment  inheres 
chiefly  to  land,  it  exists  also  in  other  branches  of  property,  notably  in  the 
railroads  and  in  certain  other  forms  of  business.  In  the  second  place,  since 
the  estimates  of  wealth  were  made  in  terms  of  money,  and  since  the  price 
level  was  appreciably  higher  in  1912  than  in  1904,  there  was  a  general 
marking  up  of  the  existing  1904  stock  of  capital  goods  which  did  not  rep- 
resent an  actual  increase  in  the  stock  of  capital  goods. 

Fortunatelv  there  are  methods  whereby  the  error  caused  bv  these  defects 
of  monetary  valuation  as  an  index  of  national  wealth  mav  be  minimized 
and  a  more  accurate  estimate  of  the  actual  increase  in  capital  obtained.  The 
influence  of  the  unearned  increment  on  incre^ised  land  values  mav  be  largely 
p1irni"at'"d  (a)  bv  separating  the  value  of  buildiners  from  that  of  the  land; 
(h^  bv  determinins"  the  proportion  which  improvements  caused  of  increased 
land  values.  The  1913  report  of  the  Census  Bureau  on  Wealth,  Debt,  and 
Tavfltion  did  not  difl^ereritiate  between  land  and  buildinars,  but  lumped  them 
both  tofrpthpr  as  Real  Property,  but  the  census  of  1900  and  1910  did  sepa- 
rate them  for  affriculture.  In  1  900,  buildiners  represented  22  per  cent,  and 
in  19">0  18  ner  cent  of  the  total  of  combined  value.*  For  other  than  agri- 
nilHiral  property,  the  relationship  between  the  value  of  the  buildings  and 
that;  of  the  land  naturally  varies.  It  seems  safe  to  assume,  however,  that  it 
f?''d  "ot  varv  so  p-reatlv  as  to  raise  the  percentasre  which  buildings  formed  of 
fhp  f-^f^l  above  SO  per  cent  in  1904  and  25  per  cent  in  1912.  Usine  this 
a<!  o  ba<?;<?.  bnildins'  values  would  have  amounted  to  approximately  $18,000,- 
000  000  in  1904  and  $27,700,000,000  in  1912. 

The  determination  of  the  amount  of  the  increase  in  land  values  caused 
V>TT  irr>r>rnvemen<^s  as  distinenaished  from  the  unearned  increment  is  a  more 
d'fflenlt  affair.  Professor  David  Friday,  after  a  study  of  the  real  estate  as- 
ses<?ments  of  twentv-four  states  which  separate  improvements  on  real  estate 
from  land  values,  estimates  that  improvements  form  approximately  40  per 
cent  of  land  values.^  Using  this  estimate,  which,  althousrh  probably  high, 
is  the  best  that  has  been  made,  we  should  have  $17,400,000,000  as  the  total 
value  of  the  improvements  in  real  estate  in  1904  and  $33,200,000,000  as 
the  value  in  1912.  While  the  unearned  increment  as  regards  real  estate  is 
larp-ely  isolated  by  this  method,  the  unearned  increment  attaching  to  rail- 
roads, public  utilities,  and  other  lines  of  activity  cannot  be  segregated  with 
the  available  statistics. 

We  are  able  to  compensate  for  the  error  caused  by  the  shrinkage  in  the 
measuring  rod  of  money  during  this  period  by  raising  the  money  value  of 
our  capital  wealth  in  1 904  to  the  figure  which  it  would  have  amounted  to  at 
the  1912  scale  of  prices.  We  can  make  this  adjustment  by  using  the  very 
excellent  series  of  wholesale  price  index  numbers  compiled  by  the  United 
States  Bureau  of  Labor  Statistics.     If  the  average  prices  for  the  period 

1  Thirteenth  Census,  Vol.  V,  p.  42. 

2  David  Friday,  Profits,  Wages,  and  Prices,  p.  82. 
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1890-99  are  taken  as  the  base  or  100,  this  series  shows  an  index  number  for 
all  commodities  of  113  in  1904-  and  133.6  in  1912 — an  increase  of  20.6 
points  and  18.2  per  cent.  For  the  group  of  farm  products,  the  increase  was 
from  126.2  to  171.3,  or  a  rise  of  35.1  points  and  27.9  per  cent.  For  the 
metals  and  implements  group,  the  ascent  was  from  109.6  to  126.1,  or  an 
increase  of  16.5  points  and  15.0  per  cent.  For  lumber  and  building  ma- 
terials, the  rise  was  from  122.7  to  148.2  or  an  increase  of  25.5  points  and 
20.0  per  cent.^ 

In  raising  the  1904  price  level  to  that  of  1912,  we  may  apply  the  in- 
crease in  lumber  and  building  materials  to  the  valuation  of  buildings,  the 
rise  in  farm  products  to  that  of  live  stock,  the  increase  in  metals  and  imple- 
ments to  the  valuations  of  both  farm  implements  and  manufacturing  ma- 
chinery, while  the  general  index  number  for  all  commodities  may  be  used  in 
the  appraisement  of  railroads,  public  utilities,  and  improvements  in  real 
estate. 

By  using  these  methods  of  correction  we  have  the  following  table  which 
gives  a  more  accurate  picture  of  the  increase  in  capital  goods  during  these 
eight  years. 

Table  4. — Increase  ix  Capital  Goods,  1904-12,  ix  TER:\rs  of  1912  Price  Level 


1 

! 

Valuation  in 

BiUions  of  Dollars 

Form  of  "Wealth 

1904 
of 

(in    terms 
1912   price 
level)           1 

1912 

Increase 
1904-1912 

Average    An- 
nual   Increase 

Improvements     in     Real 
Estate   

Buildings  

Live  Stock   

Farm     Implements     and 
Machinerv  

20.6 
22.4 

5.2       ; 

.9             ' 
3.8 
13.2 
6.4 

33.2 

27.7 
6.2 

1.4 

6.1 

16.1 

10.3 

12.6 
5.3 
1.0 

.5 
2.3 
2.9 
3.9 

1.58 

.66 
.13 

06 

Manufacturinar  Machinery 
Railroads  and  Equipment 
Puhlic  Utilities   

.29 
.37 
49 

I'otal    

72.5 

101.0 

28.5 

3  58 

While  this  table  shows  an  approximate  annual  increase  in  capital  of  3.6  bil- 
lions, it  should  be  borne  in  mind  that  not  all  the  unearned  increment  has 
been  eliminated  and  that  a  larcre  part  of  the  capital  increases  were  made 
outside  the  price  system.  This  latter  point  is  especially  applicable  to  the 
increases  due  to  improvements  in  or  on  the  land.  The  use  of  surplus  and 
unpaid  labor  time  on  such  improvements  as  clearinar.  draining,  fencing, 
orchard  planting,  etc.,  indeed  probably  accounted  for  the  major  part  of  the 
approximate  12.6  billions  of  increase  in  real  estate  improvements.  The 
actual  average  annual  amount  of  capital  saved  through  the  price  system, 
therefore,  was  much  less  than  the  indicated  rate  of  capital  growth. 

In  order  to  determine  how  much  capital  would  have  to  be  saved  in  1921 
to  correspond  to  the  indicated  rate  of  growth  for  the  eight  years  studied, 
allowance  should  be  made  for  the  following  two  factors:  (1)  the  increase 

s  Bulletin  113,  United  States  Bureau  of  Labor  Statistics,  Index.  Numbers  of 
Wholesale  Prices  in  the  United  States  and  Foreign  Countries,  p.  126. 
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in  the  price  from  1912  to  1921 ;  (2)  the  increase  in  the  population  from  the 
period  1904-1912  to  1921.  Now  from  1912  to  March,  1921,  wholesale 
prices  of  farm  products  rose  25  per  cent,  metals  40  per  cent,  lumber  and 
building  materials  108  per  cent,  and  all  commodities  59  per  cent.*  Apply- 
ing these  increases  in  the  price  level  to  the  average  capital  increases  shown 
in  Table  4,  we  have  the  following  rate  of  capital  growth  at  the  March,  1921, 
price  level. 

Table  5. — Annual  Rate  of  Capital  Growth,  1904-12,  in  Terms  of 
March,  1921,  Price  Level 


Valuation  in  Billions  of  Dollars 


Form  of  Wealth 


Average    Annual 

Increase    in 

terms   of   1912 

price  level 


Increase  of  March, 

1921,  prices  over 

1912  prices 


Average    Annual 

Increase  in 
terms  of  March, 
1921,  price  level 


Improvements     in     Real 

Estate   1                1.6 

Buildings    .66 

59 
108 

25 

40 
40 
59 
59 

2.54 
1.37 

Live  Stock  .13 

Farm     Implements     and 

Machinerv    '                  .06 

.16 
.08 

Manufacturing  Machinery";    '              .29 
Railroads  and  Equipment                   .37 
Public  Utilities .49 

.41 

.59 

.78 

Total 3.58 

5.93 

The  value  of  the  average  annual  increase  in  capital  for  the  eight  years  from 
1904  to  1912  would  have  amounted  to  approximately  $6,000,000,000  at  the 
March,  1921,  scale  of  prices. 

This  increase,  however,  was  made  with  a  considerably  smaller  population 
than  that  of  the  country  in  1921,  and  if  an  equal  per  capita  amount  were  to 
be  saved  now  as  then,  the  total  amount  would  have  to  be  increased  in  the 
proportion  that  the  population  itself  has  increased.  It  seems  fair  to  assume 
that  the  population  increased  from  1910  to  1912  at  approximately  the  same 
rate  as  from  1900  to  1912,  since  the  drop  in  the  rate  of  population  growth 
did  not  probably  occur  until  after  the  shutting  off  of  immigration  by  the 
War.  The  population  in  the  year  1908  would,  therefore,  probably  represent 
the  average  for  the  eight  year  period  1904-12.  Applying  the  common  meth- 
ods of  computing  the  population  in  inter-censal  periods,  we  have  a  probable 
population  of  88.7  millions  in  1908  and  of  107.0  millions  in  1921.^  There 
was,  therefore,  a  probable  increase  of  19.3  millions  or  22  per  cent  in  these 
thirteen  years.  Applying  this  increase  to  the  1904-12  savings  on  the  March, 
1921,  price  level,  as  indicated  in  table  5,  we  should  have  the  sum  of  ap- 
proximately $7,250,000,000  worth  of  capital  as  the  amount  that  would  have 
to  be  saved,  if  we  were  to  maintain  an  equal  per  capita  rate  of  saving. 

This  sum,  however,  still  includes   some  of  the  unearned  increment  and 

4  Compiled  from  data  in  Bulletin  S26  of  the  United  States  Bureau  of  Labor  Sta- 
tistics, pp.  12-13,  and  the  Monthly  Labor  Review,  June,  1921,  p.  38. 

8  The  population  of  the  United  States  in  1900  was  75.99  millions,  in  1910  91.97 
millions,  in  1920,  105.69  millions. 
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it  includes  a  very  large  amount  of  the  savings  made  outside  of  the  price 
system,  which  have  already  been  described.  It  is  probable,  therefore,  that 
not  more  than  five  or  six  billions  of  dollars  would  now  have  to  be  raised 
through  the  price  system  to  equal  the  rate  of  capital  growth  during  this 
period. 

2.  The  Estimate  of  Professor  H.  G.  Hayes  as  to  the  Rate  of  Capital  Growth. 

A  unique  study  was  made  by  Professor  H.  G.  Hayes  in  1918  and  pub- 
lished in  the  Journal  of  Political  Economy  for  November  of  that  year^ 
as  to  the  amount  of  economic  energy  in  the  United  States  normally  de- 
voted to  the  repair  and  replacement  of  capital  goods.  This  inquiry  differs 
from  others  principally  in  that  its  estimates  are  made  in  terms  of  the  pro- 
portion of  the  gainfully  employed  engaged  in  the  creation  and  repair  of 
capital  goods  rather  than  in  the  amount  of  money  expended  for  these  pur- 
poses. After  a  study  of  the  census  returns  for  1914,  Professor  Hayes 
computed  that  only  1,727,000  wage  earners,  or  4^4  per  cent  of  the  total  in- 
dustrial population,  were  normally  devoted  to  the  construction  and  repair 
of  factory  buildings  and  equipment,  railway  rolling  stock  and  equipment, 
and  agricultural  implements."  If  those  engaged  in  all  other  branches  of 
building  and  in  highway  construction  were  to  be  added,  the  total  would  not 
be  increased  by  more  than  2,000,000  or  an  addition  of  approximately 
5  per  cent. 

While  these  statistics  do  not  include  those  engaged  in  producing  the  raw 
material  upon  which  the  construction  of  these  capital  goods  is  based,  they 
do  include  the  energy  of  the  workmen  devoted  to  repairing  the  existing  stock 
of  capital  goods.  While  it  is  difficult  to  balance  these  opposing  consider- 
ations, it  seems  probable  from  Professor  Hayes's  study  that  not  over  10 
per  cent  (and  possibly  considerably  less)  of  the  national  energy  is  devoted 
to  the  production  of  fresh  capital  goods.  Translating  this  into  terms  of  the 
national  income,  it  would  mean  that  if  the  rate  of  capital  formation  of  1914 
were  to  be  maintained  in  1921,  not  over  $6,000,000,000  at  the  outside  would 
have  to  be  saved  for  this  purpose  and  that  quite  probably  somewhat  less 
would  do.  This  estimate  made  from  a  separate  source  and  on  a  different 
basis,  coincides  with  the  conclusion  drawn  from  an  examination  of  the 
census  study  that  between  $5,000,000,000  and  $6,000,000,000  would  have 
to  be  saved  in  1921  to  correspond  to  the  per  capita  rate  of  capital  growth 
of  1904-12. 

3.  The  Estimate  of  Professor  David  Friday  of  the  War  Time  Increases  in 

Capital. 

The  most  daring  attempt  to  estimate  the  amount  of  capital  saved  in  this 
country  during  the  wartime  period  is  that  made  by  Professor  David  Friday 
in  his  fascinatingly  written  Profits,  Wages,  and  Prices.  Professor  Friday 
believes  that  during  the  war  period  there  was  a  tremendous  increase  in  the 
amount  of  capital  saved,  which  was  caused  by  a  great  increase  in  production 

6  H.  G.  Hayes,  "Production  After  the  War,"  Journal  of  Political  Economy,  Vol. 
26,  pp.  941-51. 

7  Hayes,  op.  cit.,  p.  950. 


4S 


American  Economic  Association 


duxing  these  years.  He  says  that  "the  capital  accumulation  for  the  years 
1913  to  1919  may  be  conservatively  put  as  follows:^ 

1913    6.5  biUion  dollars 

1915  9.0   " 

1916  U.5  " 

1917  18.0  " 

1913  22.0  " 

1919  15.0  " 

Later  evidence  proves  almost  conclusively  that  this  greatly  overestimates 
the  amount  of  capital  actually  saved.  Professor  Friday's  estimate  was 
largely  based  on  the  assumed  giant  increases  in  production  during  1917  and 
1918.  A  number  of  more  recent  studies  by  Day/  Stewart^  Snyder  and 
King^°  indicate  that  this  assumed  movement  did  not  take  place.  These  in- 
vestigations, while  differing  slightly  from  each  other,  show  that  whUe  there 
was  a  very  real  increase  in  production  in  1916  over  the  previous  year, 
it  either  slumped  slightly  in  1917  and  1918,  or  increased  slightly,  but  that 
there  was  no  great  increase  in  any  case.  The  very  careful  study  made  by 
the  National  Bureau  of  Economic  Research  of  the  amount  of  the  national 
income  fixes  the  total  for  the  years  1913-19  inclusive  at  the  following 
amounts,  in  terms  both  of  the  price  level  of  each  year  and  of  1913.^°* 


Year 


National  Income. 

Billions  of 

Dollars 


Purchasing    Power 
at  1913  Price 
LeveL    Billions 
!         of  Dollars 


1913 

33.3 

33.3 

1914 

32.5 

32.3 

1915 

35.9 

35.0 

1916 

45.5 

40.1 

1917 

53.9 

39.6 

1918 

61.7 

38.4 

1919 

66.0 

37.3 

These  statistics  show  that  while  the  money  value  of  the  national  income 
rose  steadily  in  this  period,  by  far  the  greatest  part  of  it  was  due  to  the 
increase  in  the  price  level.  Reduced  to  dollars  of  constant  purchasing 
power,  it  is  seen  that  while  there  was  a  great  increase  in  the  years  1915  and 
1916,  there  was  a  steady  recession  during  the  years  1917,  1918,  and  1919 — 
and  not  the  increase  in  the  years  of  America's  participation  in  the  war,  upon 
which  Professor  Friday  relied.  It  is,  moreover,  on  the  face  of  it  highly 
improbable  that  such  an  enormous  sum  as  $22,000,000,000,  or  over  35  per 
cent  of  the  total  national  income,  should  have  been  saved  in  1918. 

Therefore,  while  it  is  undoubtedly  true  that  there  was  a  greater  accumu- 
lation of  capital  in  the  years  1915,  1916,  1917,  and  1918  (representing  as 
they  did  the  upward  swing  of  the  business  cycle)  than  had  occurred  in  the 

8  David  Friday,  Profits,  Wages,  and  Prices,  p.  91. 

8  E.  E.  Day,  "Measurement  of  Variations  in  National  Real  Income,"  Publicatiom 
American  Statistical  Association,  March,  1921,  pp.  552-60. 

10  See  the  papers  by  these  men  in  the  American  Economic  Review,  March,  1931, 
pp.  57-82. 

lo*  Published  through  the  courtesy  of  the  Bureau. 
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preceding  years,  it  by  no  means  attained  the  volume  which  Professor  Fri- 
day believed. 

Furthermore,  it  is  not  to  be  expected  that  the  rate  of  capital  accumula- 
tion which  did  actually  characterize  these  years  should  continue  in  more 
normal  times.  This  is  true  for  two  reasons:  (1)  the  years  in  question  were 
the  years  in  which  the  business  cycle  was  swinging  rapidly  upward  and  con- 
sequently capital  was  being  formed  at  a  rate  which  could  not  be  expected 
permanently  to  continue^^ — and  which,  under  the  present  organization  of 
industry  would  be  extremely  dangerous  were  it  to  do  so;  (2)  the  period 
was  that  of  the  war  when  the  patriotic  impulse  combined  with  governmental 
pressure  caused  a  great  curtailment  of  consumption  which  cannot  be  ex- 
pected to  continue,  and  which  in  a  great  many  instances  should  not  con- 
tinue, in  the  quieter  periods  of  peace. 

II.  Estimates  as  to  the  Present  Capitai.  Needs  op  the  Country 
Since  conditions  do  not  change  greatly  over  short  periods  of  time,  the 
data  which  have  been  presented  concerning  the  past  rate  of  capital  growth 
throw  a  great  deal  of  light  upon  the  present  capital  needs  of  the  country. 
In  the  estimates  that  are  to  follow,  not  only  will  these  statistics  be  utilized, 
but  in  so  far  as  is  possible,  material  on  the  specific  fields  will  be  used  as 
well,  including  specialized  statistical  studies  together  with  the  estimates  of 
experts. 

1.  Improvements  in  Real  Estate. 

The  indicated  annual  rate  of  growth  from  1904  to  1912  for  this  class  of 
capital  was  at  the  1921  price  level  approximately  $2,500,000,000.  If  we 
increase  this  by  22  per  cent  to  allow  for  the  increase  in  population,  we 
should  have  a  sum  slightly  in  excess  of  $3,000,000,000.  By  far  the  major 
portion  of  this  would  be  accumulated  directly  by  invested  labor  rather  than 
by  invested  money.  A  certain  proportion,  however,  designed  for  such  pur- 
poses as  hiring  labor,  buying  fertilizer,  ^^  wire  fencing,  drainage  pipe,  etc., 
would  have  to  be  saved  through  the  price  system,  and  would  hence  enter 
into  our  calculations.  It  seems  on  the  whole  fairly  safe  to  estimate  that 
not  far  from  one  fifth  of  the  total  would  have  to  be  accumulated  through  the 
medium  of  money,  and  we  accordingly  set  $600,000,000  as  the  current 
amount  needed. 

2.  Buildings. 

To  equal  the  average  growth  per  inhabitant  in  building  capital  which  oc- 
curred between  the  years  1904  and  1912  would  require  in  1921  the  ex- 
penditure of  approximately  $1,660,000,000.  This  includes  all  types  of 
building,  factory,  mercantile,  and  residential.  There  are  three  qualifica- 
tions, however,  that  should  be  made  to  the  setting  of  this  amount  as  a  proper 
annual  sum  to  continue  the  rate  of  growth.  (1)  It  seems  at  least  likely 
that  there  was  some  over-building  during  this  period.  This  is  indicated, 
for  Massachusetts  at  least,  by  the  report  of  the  Massachusetts  Special  Com- 

11  Mitchell's  masterly  Business  Cycles  shows  how  the  "boom"  years  are  the  periods 
of  great  capital  growth. 

12  See  an  article  by  Grinnell  Jones,  "Nitrogen,  Its  Fixation,  Its  Uses  in  War  and 
Peace,"  Quarterly  Journal  of  Economics,  May,  1920,  pp.  391-433. 
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mission  on  the  Necessaries  of  Life,  which  showed  a  great  building  boom 
for  1910-17  and  an  "over-supply"  of  houses  in  that  period.  It  is  not  known 
whether  this  was  country-wide  but  the  evidence  seems  to  indicate  that  this 
was  at  least  somewhat  characteristic  in  part  elsewhere.  (2)  A  substantial 
portion  of  the  annual  amount  of  building,  which  the  Senate  Committee  on 
Reconstruction  and  Production  places  as  high  as  20  per  cent/^  is  devoted  not 
to  the  creation  of  additional  buildings,  but  to  the  replacement  of  losses  caused 
by  fire,  depreciation,  and  obsolescence.  Since  we  are  making  our  estimates 
on  the  basis  of  fresh  capital  investments,  these  should  not  be  included. 
(3)  A  small  proportion  of  the  value  of  building  construction  is  secured 
through  the  direct  and  unpaid  labor  of  the  owner  or  his  family,  and  hence 
does  not  enter  into  the  price  system  or  necessitate  the  raising  of  capital  in 
the  form  of  money. 

Taking  these  points  into  consideration,  it  seems  probable  that  an  allowance 
of  $1,300,000,000  would  be  an  ample  amount  properly  to  carry  on  the  rate 
of  growth  in  building  capital. 

There  is,  however,  a  second  consideration  which  necessitates  a  great  in- 
crease in  the  amount  of  capital  needed,  and  that  is  that  there  is  a  very 
grave  housing  shortage  which  has  accumulated  during  the  last  seven  years 
and  which  must  be  removed  as  speedily  as  jDossible.  The  best  as  well  as 
the  most  recent  investigation  of  the  extent  of  this  building  shortage  is  that 
made  by  Mr.  A.  G.  Wheeler  and  published  in  the  Bankers  Economic  Sei'- 
vice.  (Special  Analysis,  June  21  to  July  12,  1921  ).i*  Mr.  Wheeler  took 
as  his  base,  the  average  value  of  the  building  permits  in  286  cities  from 
1909  to  1913  with  which  he  compared  the  total  expenditures  for  building  in 
the  succeeding  years.  He  found  that  the  percentage  by  which  the  various 
years  fell  below  that  of  the  basic  period  was  as  follows.^^ 


Relative   Volume 

Per    Cent    by 

Year 

Per  Cent  of 

Which  Volume 

Normal 

Pell  below  Normal 

1914 

8'4 

16 

1915 

89 

11 

1916 

97 

3 

1917 

55 

45 

1918 

27 

73 

1919 

64 

36 

1920 

42 

58 

Total 

34? 

"i-^  Report  of  Select  Committee  on  Reconstruction  and  Production.  U.  S.  Senate, 
66th  Cong.,  3d  Sess.,  Senate  Report  No.  829. 

14  See  an  article  by  A.  D,  Welton,  "The  Building  Complex,"  Annals  (No.  186), 
Sept.  1921,  pp.  128-35,  where  Mr.  Wheeler's  study  is  cited.  For  an  estimate  of  the 
building  shortage  sec  also,  Report  of  the  Select  Committee  on  Reconstruction  and 
Production,  U.  S.  Senate,  (the  so-called  Calder  Committee)  66th  Congress,  3  Sess., 
Senate  Report  No.  829,  especially  pp.  8-9;  Homer  Hoyt,  "The  Housing  Shortage  and 
the  Supply  of  Building  Materials,"  Annals,  May  1920,  p.  69. 

15  Welton,  op.  cit.,  p.  130.  In  this  computation  the  increase  in  population  is  al- 
lowed for. 
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It  will  be  seen  that  there  is  therefore  an  arrearage  in  building  equivalent 
to  approximately  two  and  one  third  years  of  the  average  construction  be- 
tween 1909  and  1913.  This  in  terms  of  the  average  costs  for  that  period 
would  amount  to  approximately  $2,850,000,  and  using  the  March,  1921, 
price  level  for  building  materials  as  an  index  of  existent  costs  would  total 
approximately  $5,900,000,000. 

How  much  of  this  deficit  should  be  assumed  annually?  Here  again,  it  is 
at  least  possible  that  the  rate  of  building  during  the  years  1909-13  was 
one  which  it  is  not  necessary  to  equal.  On  the  whole,  however,  it  seems  fair 
that  it  should  be  used  as  a  basis  and  that  since  the  deficit  has  been  seven 
years  in  accumulating,  it  is  not  too  much  to  expect  that  it  should  be  removed 
in  an  equal  length  of  time.  In  order  to  provide  for  a  slightly  more  rapid 
recovery,  we  may  set  six  years  as  the  time  in  which  the  shortage  should  be 
made  good.  This  would  mean  the  expenditure  in  1921  of  approximately 
$1,000,000,000  additional  to  make  up  for  this  arrearage.  This  added  to 
the  estimated  amount  needed  to  provide  for  the  normal  building  increase 
would  make  a  total  of  $2,300,000,000. 

3.  Live  Stock. 

The  average  increase  from  1904  to  1912  for  this  branch  of  capital  as  ad- 
justed to  the  price  level  and  the  population  of  1921  would  total  approxi- 
mately $187,000,000.  Probably  the  greater  part  of  this,  however,  takes 
place  outside  the  price  system  by  the  more  or  less  automatic  increase  of  the 
domesticated  animals.  There  are,  however,  some  costs  in  connection  with 
the  development  of  blooded  stock,  etc.,  and  it  is  highly  desirable  that  there 
should  be  a  decided  increase  both  in  the  quality  and  quantity  of  our  live- 
stock for  the  enhancement  of  our  meat  and  milk  supply.  Not  more  than 
$150,000,000,  however,  would  be  needed  for  this  purpose. 

4.  Farm  Implements  and  Machinery. 

To  maintain  the  1904-12  per  capita  rate  of  increase  for  this  type  of 
capital  would  require  the  expenditure  of  only  $100,000,000  at  the  March, 
1921,  level  of  prices.  There  has  been,  however,  a  great  increase  in  the  use 
of  farm  machinery  since  1912,  of  which  the  most  sensational  example  is  the 
tractor.^*  A  large  part  of  this  increase  was  caused  by  the  prosperous  years 
of  the  war  and  post-war  period  and  cannot  and  perhaps  should  not  be  ex- 
pected to  continue.  Part  of  it,  however,  should  be  permanent  and  it  does 
not  seem  excessive  to  set  $175,000,000  as  the  amount  to  be  added  to  this 
form  of  capital  in  1921. 

5.  Manufacturing  Machinery. 

To  equal  the  1904-12  per  capita  rate  of  increase  for  this  variety  of 
capital  would  necessitate  the  expenditure  of  close  on  to  half  a  billion  dollars 
in  1921,  Allowing  for  a  30  per  cent  increase  above  this  scale  would  bring 
the  total  up  to  $650,000,000. 

18  In  1917,  96,000  tractors  were  sold  in  the  United  States.  Yearbook,  Department 
of  Agriculture,  1919,  p.  75 
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6.  Railroads  and  Equipment. 

The  Census  study,  as  revised  in  Table  5,  shows  that  the  average  rate  of 
increase  in  the  capital  value  of  the  railroads  from  1904  to  1912,  on  the 
March,  1921,  price  level,  was  approximately  $590,000,000.  Making  an 
allowance  for  the  increased  population  would  bring  this  amount  to  $720,- 
000,000.     This,  however,  would  include  some  unearned  increment. 

The  Bureau  of  Railway  Economics,  in  on«  of  its  studies,  presents  sta- 
tistics to  show  that  the  property  investment  of  the  roads  increased  from 
12.42  billions  in  1906  to  17.69  billions  in  1916,  or  an  annual  increase  of 
$527,000,000.^^  The  exact  definition  of  "property  investment"  is  not,  how- 
ever, given,  and  we  cannot  be  sure  that  this  was  a  bona  fide  investment  of 
fresh  capital.  In  the  years  of  1918  and  1919,  under  the  governmental  con- 
trol of  the  railroads,  the  following  amounts  of  capital  expenditure  in  addi- 
tion to  maintenance  costs  (which  were  heavy)  were  made  upon  the  roads." 


Amount  in  Millions 

Form    of    Expenditure 

1918 

1919 

Total 

Roadway  and  Rails 

294 

24T 

541 

Improvements    to    Exist- 

irifj  Eqfiiipment 

19 

21 

40 

New     Equipment     (pur- 

chased bv  R.  R.'s.) 

161 

64 

225 

New     Equipment      (pur- 

chased bv  U.  S.) 

118 

239 

357 

Total    

592 

571 

1,163,000 

These  two  years,  therefore,  showed  an  average  capital  growth  of  approxi- 
mately $580,000,000.  Whether  a  greater  amount  than  this  is  needed  at 
present  is  problematical.  Writing  in  November,  1919,  Mr.  Julius  H.  Par- 
melee,  the  well-knmvn  railroad  expert,  estimated  that  the  roads  would  need 
a  continuins'  annual  capital  investment  of  from  one  half  to  three  quarters  of 
a  billion  dollars,  and  inclined  towards  the  upper  figure  as  the  more  accurate 
amount.^^  An  estimate  of  $750,000,000  would  be  a  fairly  liberal  allow- 
ance and,  on  the  whole,  seems  to  be  the  most  accurate  that  can  be  made  at 
present. 


7.  Public  Utilities. 

As  shown  by  Table  5,  it  would  require  $780,000,000  at  the  March,  1921, 
price  level  to  equal  the  annual  increase  of  capital  value  in  public  utilities. 
To  allow  for  the  increase  in  population  would  necessitate  an  addition  of 
$170,000,000  more,  or  a  total  of  $950,000,000.  The  increase  for  the  years 
mentioned,  however,  was  due  in  part  to  increased  land  val'ues  and  in  part 
to  a  capitalization  of  franchise  privileges.     These  were,  mareover,  years  of 

ir  statistics  of  Railways,  J906-1916.  Bulletin  No.  120  of  the  Bureau  of  Railway 
Economics  (1918),  p.  14. 

18  See  R&port  to  the  President  of  Director-General  W.  D.  Hines  for  14  months 
ending  March,  1,  1920,  p.  33. 

18  J.  H.  Parmelee,  "The  Financial  Needs  of  the  Railways,"  Annals,  November, 
1919,  pp.  170-77. 
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great  growth  in  the  street  railway  systems  which,  due  to  the  extension  in 
the  use  of  the  automobile,  probably  will  not  be  so  much  needed  in  the  future, 
although  a  considerable  development  of  rapid-traasit  is  needed  in  the 
larger  cities  to  offset  the  tendency  towards  the  remaking  of  slums.  It  is 
also  true  that  few  new  irrigation  projects  should  be  instituted  for  some 
time.2° 

On  the  other  hand  is  the  desirability  of  developing  electrical  power  as 
speedily  as  possible.  Great  savings  would  result  if  bituminous  coal,  instead 
of  being  shipped  by  rail,  were  burned  at  the  mine  mouth  to  generate  electri- 
cal energy,  which  would  be  distributed  through  a  coordinated  system  of  power 
lines.  There  is  also  an  opportunity  properly  to  develop  the  hydro-electric 
resources  of  the  Pacific  slope.  In  addition  to  this,  the  housing  program 
which  should  be  instituted  will  call  for  a  considerable  extension  of  water, 
gas,  sewage,  telephone,  and  electrical  service. 

Writing  in  November,  1916,  Dr.  Delos  F.  Wilcox,  one  of  the  leading 
authorities  on  public  utilities,  estimated  that  the  various  utilities  of  the 
country  would  need  approxmately  half  a  billion  dollars  annually. ^^  Since 
then,  however,  there  has  been  a  great  decrease  in  the  amount  of  better- 
ments to  such  enterprises  and  a  considerable  deficit  has  been  accumulated 
which  the  Senate  Committee  on  Reconstruction  and  Production  places  as 
high  as  $1,200,000.^^  This,  combined  with  the  increase  in  the  price  level, 
would  necessitate  a  considerable  increase  to  Dr.  Wilcox's  estimate.  An 
allowance  of  $900,000,000  would  probably  be  sufficient  to  meet  the  chief 
needs  of  the  situation. 

8.  Highways. 

With  that  part  of  the  funds  for  highways  which  is  met  from  taxes,  we 
are  not  here  concerned,  but  we  are  concerned  with  that  portion  raised  by 
means  of  bonds.  In  1917  approximately  $280,000,000  was  expended  upon 
the  highways^^  and  it  is  probable  that  this  year  between  four  and  five 
hundred  million  dollars  will  be  so  expended  by  the  national  government 
through  the  form  of  federal  aid  and  by  state  and  local  appropriations  as 
well.  Probably  the  larger  proportion  of  this  will  be  met  from  taxes,  but  it 
is  safe  to  estimate  that  $150,000,000  will  have  to  be  raised  by  bonds, 

9.  Foreign  Investments. 

The  World  War  caused  the  United  States  to  change  from  a  debtor  to  a 
creditor  nation.  The  net  export  of  capital  during  this  period  was  approxi- 
mately $11,000,000,000,  while  during  the  post-armistice  years  of  1919  and 
1920  approximately  $1,600,000,000  more  of  capital  was  exported,  the  lat- 

20  See  Teele,  Irrigation  in  the  United  States,  esp.  pp.  217-40.  Teele  shows  that 
the  projects  under  the  construction  costs  for  1905  to  1915  would  not  pay  the  capital 
cost  but  merely  meet  the  interest.  He  says,  "The  great  need  of  the  "West  now  is 
the  utilization  of  the  works  already  built,  not  more  works,"  p.  222. 

21 D.  F.  Wilcox,  "The  Future  of  Public  Utility  Investments,"  Annals,  Nov.  1916, 
p.  227. 

22  Report  of  Select  Committee  on  Reconstruction  and  Production,  op.  cit.,  p.  87, 

23  A.  P.  Anderson,  $280,000,000  put  into  Highways  and  Bridges  by  States  in  1917. 
Public  Roads,  July,  1918,  p.  27, 


48  American  Economic  Association 

ter  amount  being  financed  largely  by  the  banks  through  short-time  credits. ^^ 
While  such  a  tremendous  rate  of  foreign  investment  cannot  be  expected  to 
continue,  particularly  in  view  of  the  very  serious  financial  situation  of 
Europe,  it  is  to  be  expected  that  there  will  be  a  considerable  amount  not  only 
in  Europe,  but  in  the  more  economically  undeveloped  countries.  While  it 
is  probable  that  this  amount  need  not  equal  the  huge  foreign  investments 
of  the  British  prior  to  1914,  which  according  to  C.  K.  Hobson  amount&d  to 
approximately  $800,000,000  annually,^^  they  should  perhaps  total  some- 
where around  $500,000,000,  which  we  accept  as  our  estimate. 

24  J.  H.  Williams,  "Foreign  Trade  Balance  of  the  United  States,"  Supplement  to 
the  American  Economic  Review,  March,  1921,  pp.  22-39. 

25  C.  K.  Hobson,  "British  Overseas  Investments:  Their  Growth  and  Importance," 
Annals,  November,  1916,  p.  28,     See  also  his  Export  of  Capital. 


CHAPTER  IV 

American  Standards  of  Living  and  Giving:     Theie  Cost  in 
Relation  to  Size  of  Family 

The  two  preceding  chapters  have  dealt  with  the  collective  aspect  of 
our  problem — with  the  total  amounts  required  for  American  charities 
and  investments.  We  turn  now  to  its  distributive  aspect,  the  allotment 
of  the  total  burden  among  different  classes  of  givers  according  to  size 
of  income  and  size  of  family. 

Dividing  the  country  as  a  whole  into  successive  mcome  groups  (after 
the  fashion  of  the  Federal  Income  Tax  Reports)  we  shall,  in  Chapter 
V,  endeavor  to  allot  successive  charitable  contributions  to  the  members 
of  these  different  groups  on  a  per  capita — or  rather  per  "average" 
family — basis.  In  the  present  chapter  we  shall  take  the  important  pre- 
liminary step  of  describing  some  of  these  groups,  and  then  of  calcu- 
lating the  individual  responsibility  of  families  that  deviate  from  the 
assumed  "average"  in  size.  In  other  words,  we  shall  seek  to  find  a 
measuring  rod  for  family  costs  and  gifts  that  will  roughly  apply  to  any 
sized  family  in  any  circumstances. 

The  center  of  this  initial  problem  is  the  so-called  standard  of  living. 
In  general,  a  standard  of  living  may  be  defined  as  such  a  sum  of  com- 
modities and  services  of  all  sorts  as  is  habitually  consumed  in  a  given 
length  of  time — say  a  year — by  a  person  or  a  family  group  of  given 
size  and  given  social  status.  It  is  not  itself  a  sum  of  money  but  a  sum 
of  goods.  Its  money  cost'  will  necessarily  vary  at  different  times  and 
places  and  must  therefore  be  re-calculated  periodically.  The  families 
for  whom  such  studies  have  been  made  with  any  degree  of  thoroughness 
thus  far  are  of  the  working  class ;  and  the  "average"  size  assumed  for 
them  has  been  five  members — father,  mother,  and  three  dependent  child- 
ren. (This  roughly  corresponds  to  the  actual  proportion  of  children 
per  family  in  our  population.)  With  this  "bed-rock"  or  only  ab- 
stractly typical  family  as  a  basis,  we  are  to  inquire  three  things :  ( 1 ) 
How  the  money  cost  of  supporting  such  a  family  (in  a  given  locality  at 
a  given  time — i.e.,  the  beginning  of  1921)  varies  with  successive  levels 
of  living:  (2)  How  it  varies  with  variations  in  the  membership  of  the 
family  group;  (3)  How  it  varies  in  different  parts  of  the  country,  be- 
tween country  and  city,  and  between  certain  typical  large  cities. 

1.  The  Cost  of  Various  Standards  of  Living  for  the  "Typical"  Family; 

Average  Gifts  of  the  Upper  Classes. 

When  we  talk  of  "successive  levels  of  living"  it  is  not  of  course  to  be 

supposed  that  we  consider  the  population  to  be  divided  into  a  series  of 

well-defined  income  strata,  each  with  its  own  social  code  of  necessary  ex- 
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penditure.  In  real  life  the  habits  of  the  population  are  very  probably 
as  gradually  merging  as  the  incomes  they  represent ;  presented  graphi- 
cally, they  would  follow  a  rough  curve  rather  than  a  series  of  steps. 
Nevertheless  for  general  purposes  of  description  it  is  permissible  to 
pick  out  characteristic  points  along  the  curve  and  to  make  generaliza- 
tions concerning  them  that  shall  apply  to  adjacent  areas  as  weU — just 
as  in  a  continuous  run  of  color  we  may  say,  This  is  white;  this,  grey; 
this,  black. 

The  family  long  chosen  as  typical  by  students  of  working-class  bud- 
gets, consists,  as  we  have  already  pointed  out,  of  father,  mother,  and 
three  children  under  fourteen.  Recently  this  standard  has  been  further 
refined  (for  the  sake  of  making  exact  comparisons  possible)  by  as- 
signing more  definite  ages  to  the  children, — namely,  one  child  in  the 
age  group  11  to  14,  one  aged  6  to  10,  and  one  2  to  5.^ 

For  a  working-class  family  of  this  type,  three  common  levels  of  living 
have  been  described  by  experts:  the  first  of  these  has  been  termed  the 
pauper,  or  far  better  the  poverty  level ;  the  second,  the  minimum  of 
subsistence  level;  while  the  third  is  variously  known  as  the  "minimum 
comfort,"  "minimum  health  and  decency,"  or  simply  the  minimum 
"American"  standard. 

It  is  of  course  impossible  to  assign  an  exact  and  separate  meaning 
to  each  of  these  terms,  for  in  reality  they  represent  three  points  on  a 
continuous  curve  rather  than  three  successive  steps.  However,  with  a 
rough  degree  of  accuracy  they  may  be  defined  as  follows : 

a)   The  Poverty  Level. 

This  is  the  level  on  the  ragged  edge  of  self-support  where  any  slight 
disturbance  of  the  daily  equilibrium  will  suffice  to  throw  the  family  into 
destitution.  It  is  the  level  with  which  charitable  societies  have  com- 
monly to  deal,  and  upon  which  their  budgets  are  ordinarily  based.  The 
families  living  at  this  level  ordinarily  either  view  their  situation  as  only 
temporary  and  are  therefore  willing  to  live  through  it  as  sparingly  as 
possible,  or  they  belong  to  the  great  group  of  rather  dull-witted  persons 
who  "do  not  know  any  better";  in  any  case  they  have  to  forego  many 
of  the  essentials  of  a  normal  existence:  they  allow  their  stock  of  capi- 
tal goods  (house  furnishings,  clothing,  etc.)  to  deteriorate,  make  no 
provision  for  the  future  in  the  way  of  savings,  and  spend  a  quite  inade- 
quate amount  upon  their  social  and  mental  life.  In  general  it  may  be 
said  of  this  level  that  the  physical  necessities  in  their  crade  forms  pre- 

1  The  United  States  Bureau  of  Labor  Statistics  has  recently  been  using  the  ages 
of  11,  5,  and  2.  The  Philadelphia  Bureau  of  Municipal  Research,  however,  uses  13, 
10,  and  6.  (See  William  C.  Beyer,  et  al.,  Workinffman's  Standard  of  Living  in 
Philadelphia,  Macmillan,  1919.) 
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dominate.  At  April,  1921,  prices,  studies  of  this  type  in  New  York 
City  listed  the  cost  of  food  and  clothing  for  the  typical  sized  family 
at  from  $12.50  to  $15.50  a  week.  Taking  the  middle  figure  of  $14.00  a 
week,  and  reckoning  the  food  and  clothing  items  as  comprising  55  per 
cent  of  the  whole  family  expenditure,^  we  get  a  yearly  total  of  $1,324. 

At  this  poverty  level  we  have  of  course  no  right  to  a  budget  with 
provision  for  giving.  Where  gifts  are  made  in  spite  of  the  budget,  some 
other  essential  item  of  the  family  welfare  must  be  (and  often  is)  sac- 
rificed. It  is  interesting  to  note,  however,  that  a  minimum  degree  of 
church  support  is  included  by  the  New  York  Charity  Organization  So- 
ciety as,  on  the  whole,  a  necessity  even  for  their  cases.  "In  most 
churches,"  they  say,  "a  contribution  of  money  is  considered  part  of  the 
act  of  worship."^  Thus  at  the  very  beginning  of  our  series  of  living 
standards,  among  those  just  at  the  edge  of  submergence,  the  impulse 
toward  benevolence  and  the  shouldering  of  social  responsibility  already 
makes  itself  felt  almost  irresistibly.  Probably  ten  or  twelve  cents  a 
week — all  told  five  or  six  dollars  a  year — is  as  little  as  any  ordinary 
family  so  situated  will  gi^^e.  When  we  reach  the  next  stage,  that  of 
genuine  although  scanty  self-support,  the  impulse  has  won  itself  a 
regular  place  on  the  budget. 

b)   The  Minimum  of  Subsistence  Level. 

This  differs  from  the  poverty  level  in  that  it  is  on  a  basis  of  perma- 
nence. Families  living  at  this  level  are  able  to  "make  both  ends  meet" 
continuously  and  all  along  the  line.  They  enjoy  a  degree  of  security 
so  long  as  their  present  flow  of  income  remains  steady.  They  have  a 
budgetary  past  and  future  as  well  as  present.  It  begins  to  pay  them 
to  "look  ahead."  Their  necessary  household  equipment  can  be  con- 
tinuously replaced,  and  the  members  of  the  family  maintain  their  nor- 
mal social  relationships.  However,  the  physical  necessities  still  largely 
predominate,  and  no  adequate  provision  can  as  yet  be  made  for  the 
future.  This  level  has  been  found  to  be  of  great  importance  for  the 
atatistician  to  determine,  since  it  fixes  the  point  below  which  regular 
wages  should  in  no  case  be  depressed.  Our  leading  budgetary  studies 
deal  with  this  level.     At  March,  1921,  prices  in  the  eastern  industrial 

2  In  accordance  with  the  findings  of  the  United  States  Bureau  of  Labor  Sta- 
tistics, Monthly  Labor  Review,  August  1917,  p.  118,  in  industrial  centers  throughout 
the  country  of  the  budget  distribution  of  12,000  white  families  ranging  in  income 
from  $1200  to  $1500. 

8  See  Budget  Planning  in  Social  Case  Work,  September,  1919,  p.  15. 
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centers  it  costs  from  $1500  to  $2000.*    The  distribution  of  the  budget 
at  December,  1920,  prices  in  Philadelphia  would  be  as  follows.^ 


Item 

Cost 

Per   cent   of  Total 

1.  Rent,  Fuel  and  Light 
2    Food  

476 

572 

332 

83 

T4> 

175 

412 

26.6 
31.9 

3.  Clothing 

18.5 

Wife    

4.6 

Husband  

Children    

4.  All  others 

4.1 

9.8 
23.0 

Total    1792 

100.0 

Within  this  last  series,  about  2.6  per  cent  ($47)  of  the  family  total 
would  have  been  spent  for  health,  1.3  per  cent  ($23)  for  recreation, 
1  per  cent  ($18)  for  education  and  reading,  3.2  per  cent  ($57)  for 
insurance,  .5  per  cent  ($9)  for  church  and  charity.*^ 

The  allowance  for  church  and  charity  is  thus  very  low,  being  only 

*I.e.,  following  primarily  the  very  excellent  study  of  the  Philadelphia  Bureau  of 
Municipal  Research,  (William  C.  Beyer,  et  al.,  Work'mgman's  Standard  of  Living  in 
Philadelphia).  Their  total  for  October,  1918,  was  $1637.  At  December,  1920,  prices 
it  amounted  to  $1847  and  at  March,  1921,  prices,  to  $1743.  The  famous  Chapin 
estimates  of  $800  to  $900  for  New  York  in  1907  would  (counting  the  original  at 
$850)  cost  about  $1900  by  the  winter  of  1921.  Professor  Ogburn's  study  of  New 
York  Shipyard  workers  which  gave  about  $1390  in  June,  1918  (see  W.  F.  Ogburn, 
"Measurement  of  the  Cost  of  Living  and  Wages,"  Annals  of  the  American  Academy 
of  Political  and  Social  Science,  January,  1919,  p.  7)  amounted  by  the  end  of  1919 
to  about  $1830.  The  National  Industrial  Conference  Board  figures  for  mill  workers 
in  West  New  York,  on  a  questionably  pinched  budget,  gave  $1616  in  January,  1920 
{Special  Report  No.  7,  March,  1920).  None  of  these  studies,  however,  can  compare 
with  the  Beyer  standard  for  accuracy,  as  it  is  on  a  commodity  basis  throughout, 
and  has  all  its  items  most  carefully  sifted.  As  a  bare  subsistence  minimum  (for 
which  it  was  not  originally  intended)  the  Beyer  standard  is  perhaps  somewhat  full, 
particularly  as  regards  housing;  by  arbitrarily  deducting  about  3  per  cent  or  so, 
we  shall  however  make  it  quite  safely  conservative  for  our  purposes,  thus  fixing  the 
total   at   December,    1920,   prices   at   about   $1792. 

6  On  the  assumption  that  the  decrease  between  August,  1920,  and  March,  1921, 
was  evenly  distributed.  The  rest  of  the  budget  in  August,  1920,  was  $1988;  in 
March,  1921,  $1742.  Citizens  Business,  No.  463,  p.  4,  The  amounts  of  money  al- 
lowed for  the  various  objects,  as  has  been  said,  have  been  scaled  down  3  per  cent. 
The  proportions  however  remain  unchanged. 

8  This  percentage  distribution  corresponds  to  the  actual  distribution  of  miscel- 
laneous items  by  the  255  self-supporting  families  studied  by  the  Philadelphia  Bureau: 
the  standard  budget  merely  dealt  with  these  items  en  masse  (see  pp.  16,  19,  82,  and 
85,  and  also  pp.  38-46).  Since  these  actual  families  averaged  about  15  per  cent 
below  the  standard  budget  in  total  income,  it  is  highly  probable  that  their  miscellan- 
eous column  may  be  at  or  below  the  true  "subsistence"  level:  Their  charitable  con- 
tributions may  well  appear  smaller  than  they  should. 
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about  one-half  of  one  per  cent.  However,  as  compared  with  the  less 
than  one  and  one-half  per  cent  (about  $23)  expended  for  all  forms  of 
recreation  and  amusement  for  a  year  by  this  family  of  five  persons,  the 
sacrifice  it  represents  cannot  be  small.  If  we  add  to  this  item  the  "gifts 
of  friendship,"  which  the  Philadelphia  study  gives,''^  the  total  reaches 
seven-tenths  of  one  per  cent,  or  approximately  $12. 

At  this  subsistence  level  of  from  $1600  to  $1700,  then,  we  may  fairly 
assume  that  the  average  amount  contributed  ranges  somewhere  around 
one-half  to  three-quarters  of  one  per  cent.  By  the  time  the  income 
curve  has  reached  $2,000,  the  donations  will  have  reached  at  least  one 
per  cent. 

c)   The  Minimum  Comfort  Level. 

When  we  reach  this  point  which,  as  we  have  said,  is  variously  termed, 
we  find  budgets  taking  cognizance  fully  and  openly,  if  with  caution,  of 
the  social  as  well  as  the  physical  scale.  Some  allowance  begins  to  be 
made  for  gala  clothing  for  the  adults,  especially  the  wife,  more  toys 
for  the  children,  more  presentable  house  furnishings,  more  amusements, 
and  a  larger  miscellaneous  expenditure  all  along  the  line,  together  with 
a  better  margin  of  provision  for  the  future.  Such  a  budget  (according 
to  the  Bureau  of  Labor  Statistics)  cost  in  August,  1919,  in  the  city  of 
Washington  about  $2,260.^ 

By  December,  1920,  it  would  have  cost  approximately  $2,400.^  The 
distribution  of  expenditures  in  it  as  compared  with  the  Philadelphia 
subsistence  budget  at  the  December,  1920,  price  level  is  shown  in  Table  7. 

The  difference  between  these  two  standards  is  blurred  because  of  the 
fact  that  the  rents  of  the  workingmen's  residences  and  apartments  rose 
far  more  rapidly  in  Philadelphia  than  they  did  in  Washington.  In  con- 
sequence it  would  have  actually  cost  more  money  in  December,  1920,  to 
secure  the  Philadelphia  standard  of  housing  than  the  Washington  one. 
Aside  from  this,  however,  it  will  be  seen  that  the  Washington  standard 
calls  for  a  much  larger  expenditure  on  food,  clothing,  and  incidentals 
than  does  the  Philadelphia  standard.  Thus  the  food  allowance  in  the 
Washington  comfort  standard  is  approximately  40  per  cent  higher 
than  that  of  the  Philadelphia  subsistence  standard,  and  that  for 
women's  clothing  more  than  doubled. 

7  Beyer,  o-p.  cit.,  Table  XIX,  p.  85. 

8  See  their  Tentative  Quantity  and  last  Budget. 

9  The  relative  cost  of  living  as  compared  with  December,  1914,  is  given  for  June, 
1919,  December,  1919,  and  December,  1920,  in  the  Monthly  Labor  Review,  February, 
1921,  p.  57.  Under  the  assumption  that  the  increases  between  June  and  December, 
1919,  were  evenly  distributed,  the  increase  from  August,  1919,  to  December,  1920, 
was  from  176.7  (on  a  December,  1914,  base)  to  187.8,  or  a  65  per  cent  rise. 
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Table   7. — Compaeison  of 


'Minimum   Comfort"   with  "Minimum  op  Subsistence" 
Standard 




Amount    Allowed    in 

Amount    Al-   | 

Washington    Comfort 

lowed  in  Phlla-Excess  of  Com- 

Item 

Budget 

delphia  Sub-    j  fort  over  Sub- 

Amount    1    Per  Cent 

sistence   BudgetjSistence   Budget 

1.  Rent,  Fuel  and  Light. 

444 

18.5 

476 

-32 

2    Food     

826 
550 

34.4 
22.9 

572 
332 

254 

3    Clothing    

218 

(a)   Husband    

131 

74 

57 

(b)  Wife    

177 

83 

94 

(c)  Three  Children.. 

242 

175 

67 

4.  All  Others* 

580 

24.2 

412 

168 

(a)  Health    

82 

•47 

35 

(b)  Recreation*     ... 

41 

23 

18 

(c)  Education     and 

Reading*   

19 

18 

1 

(d)  Insurance   

118 

57 

61 

(e)  Church       and 

Charity*   

31 

9 

22 

Total    

2400 

100.0 

1792 

608 

•  The  separate  items  in  the  "All  Others"  column  that  are  starred  are  not  compiled 
solely  from  the  Washington  budget,  but  are  composite  in  nature,  depending  in  part 
upon  the  findings  of  a  whole  group  of  "fair  standard"  budgets  that  have  more  rep- 
resentative data  for  them.  The  Washington  budget  in  the  first  place  contains  no 
direct  evidence  on  church  and  charity.  It  arbitrarily  assigns  $13  as  the  minimum 
possible  contribution  to  the  church  (on  a  basis  of  its  being  equal  to  25  cents  a  week 
for  the  whole  family),  while  it  lumps  charity  in  with  moving  expenses,  stationery 
and  postage,  and  other  incidentals  to  which  it  assigns  an  arbitrary  total  of  a  dollar 
a  week  or  $52  a  year.  "No  minimum  quantities,"  says  the  report,  "can  possibly  be 
specified  for  those  items." 

If  we  choose  to  assume  that  charities  exactly  equalled  the  hypothetical  church 
contributions,  we  should  have  a  total  of  $26.  But  it  seemed  preferable  to  look  first 
at  other  budgets,  and  so  we  find  the  "fair"  standard  of  Messrs.  Cotton  and  Little 
for  a  Philadelphia  textile-workers'  family  in  March,  1919,  to  require  $23  for  this 
purpose — which,  brought  up  to  date  and  increased  to  correspond  to  the  Washington 
total  budget,  amounts  to  $32.  Similarly  with  the  Bellevue  Hospital's  decent  (i.e., 
barely  above  subsistence)  standard  of  1917.  Advanced  to  the  total  of  the  Washing- 
ton standard  its  contribution  to  church  alone  amounts  to  over  $23.  (See  Bureau  of 
Applied  Economics:  Bulletin  Number  7,  pp.  156  and  114.)  Finally  the  District  of 
Columbia  minimum  of  subsistence  budget  of  1916  itself  allowed  $11  for  church  alone 
out  of  its  total  of  $150,  or  a  rate  of  one  per  cent.  That  again  would  make  $23, 
in  terms  of  the  Washington  total.  (See  W.  F.  Ogbum,  Analysis  of  the  Cost  of  Liv- 
ing in  the  District  of  Columbia  in  7916.) 

In  the  second  place  the  Washington  budget,  again  regardless  of  concrete  data, 
makes  no  allowance  for  reading  or  education  other  than  the  $8.'40  required  for  a 
daily  paper.  Yet  even  the  sadly  skimped  budget  of  the  National  Industrial  Confer- 
ence Board  for  Fall  River  and  Lawrence  allowed  $13  for  those  items,  which,  again 
brought  up  to  the  Washington  total  standard,  amounts  to  $20.  The  Philadelphia 
textile-workers'  budget  allows  $22  (Bureau  of  Applied  Economics,  op.  cit.,  pp.  79, 
87  and  156). 

Finally  recreation  is  listed  at  $20,  instead  of  the  $40  actually  spent  by  the  govern- 
ment employees  upon  whom  the  figure  is  based,  on  the  ground  that  the  other  $20 
represented  overnight  trips  (i.e..  "vacations")  which  a  "minimum  comfort"  family 
should  do  without.  Yet  even  the  Industrial  Conference  Board  figures  unrevised 
give  $52  (revised  $75),  and  the  Kensington  figures  revised  $52.  (Bureau  of  Applied 
Economics,  op.  cit.,  pp.  79,  87,  156.) 
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A  glance  at  the  table  suffices  to  show  that  it  represents  a  standardiza- 
tion of  actual  budgets  rather  than  the  construction  of  an  abstractly 
ideal  one.  Probably  no  critic  unfamiliar  with  Avage  data  would  suppose 
that  so  much  of  the  new  surplus  would  go  into  better  food  and  cloth- 
ing— especially  women's  clothing — and  so  little  into,  for  instance,  read- 
ing-matter. However,  the  showing  for  insurance  is  creditable,  and 
church  and  charity  show  a  distinct  advance.  Doubtless  a  further  con- 
striction in  the  material  wants  could  take  place  if  charitable  demands 
of  a  very  appealing  sort  were  felt  by  the  family. 

d)  Standards  of  Living  and  Giving  of  Middle  and  Upper  Economic 
Classes. 

When  we  pass  beyond  the  minimum  comfort  level,  we  leave  behind  the 
field  of  accurate  statistical  data  on  actual  expenditures.  From  then 
on,  we  have  to  depend  largely  upon  observed  tendencies  in  the  vari- 
ous income  groups  together  with  the  amounts  shown  by  the  income  tax 
returns  to  have  been  donated  by  them  for  philanthropic  purposes. 

In  general  it  is  safe  to  say  that  among  the  lower  middle-class  pro- 
fessional groups  receiving  from  $2,500  to  $3,500  or  possibly  $4,000  a 
year  the  proportion  spent  for  housing  and  for  such  cultural  items 
as  education,  reading  matter,  etc.,  tends  to  increase  rapidly  with 
frequent  and  occasionally  injurious  economizing  in  food  and  clothing.^*' 
The  lower  middle-class  business  group,  receiving  from  $2,500  to  $4,000, 
undoubtedly  expends  more  for  material  comforts  and  less  for  cultural 
goods  and  services  than  the  professional  men  of  equal  income,  but  it  is 
doubtful  whether  their  contributions  to  charity  are  as  great. 

From  $4,000  up,  there  is  in  general  a  rapid  expansion  in  the  number 
of  luxuries  purchased.  There  is  also  a  sharp  increase  in  the  amount 
devoted  to  personal  service.  With  the  satisfaction  of  the  physical 
necessities  and  with  increases  in  the  income,  expenditures  for  purely 
emulative  and  conventional  purposes  become  more  characteristic.  In 
general  it  is,  of  course,  perfectly  true  that  each  additional  dollar  is 
devoted  to  satisfying  less  urgent  wants  than  the  preceding  one,  and 
consequently  means  less  to  its  possessor.  The  exact  degree  to  which 
the  importance  of  the  dollar  decreases  with  the  income  cannot,  how- 
ever, definitely  be  ascertained. 

10  Thus  the  families  of  thirty-seven  University  of  Washington  professors,  with  a 
total  average  expenditure  for  the  year  October,  1918,  to  October,  1919,  of  approxi- 
mately $2,800,  spent  27.49  per  cent  of  this  for  rent,  fuel  and  light,  but  only  11.99  per 
cent  for  clothing  and  27.4  per  cent  for  food.  See  The  Salary  Situation  at  the  Uni- 
versity of  Washington,  published  by  the  A.ssociation  of  Instructors  of  that  Uni- 
versity. Of  the  total,  2.5  per  cent  was  reported  as  spent  for  church  and  charity, 
which  means  in  reality  probably  somewhat  more. 
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While  information  is  lacking  concerning  the  proportions  spent  by  the 
upper  income  groups  for  the  various  purposes  listed,  some  light  is 
thrown  upon  the  relative  amounts  contributed  to  philanthropic  and  re- 
ligious enterprises  by  the  volume  on  Statistics  of  Income  For  1916 
published  by  the  Internal  Revenue  Bureau  of  the  Treasury  Department. 
The  results  of  that  study  are  shown  in  Table  8. 

It  should  be  realized  that  the  contributions  listed  in  this  table  do  not 
by  any  means  comprise  the  total  amount  given  for  religious  and  philan- 
thropic purposes,  for  the  following  reasons:  (1)  Gifts  made  directly  to 
individuals  were  not  granted  exemption  under  the  income  tax  law  and 
hence  are  not  included  in  the  figures  given.  (2)  A  very  large  proportion 
of  givers,  particularly  among  those  of  small  incomes,  neglected  to  report 
the  full  amount  of  their  contributions,  while  many  others  failed  to  list 
theirs  at  all.  There  were  moreover  an  extremely  large  number  of  per- 
sons who  should  have  reported  their  incomes  but  who  failed  to  do  go,  and 
whose  contributions  in  consequence  are  not  shown  in  the  table.  ($)  Con- 
tributions in  excess  of  15  per  cent  of  an  individual's  income  were  not  ex- 
empted from  taxation  and  therefore  do  not  appear  in  the  statistics 
given.  While  the  number  of  such  individuals  was  probably  relatively 
small,  the  total  amount  of  their  donations  would  bulk  large. 


Table  8. — Philantheopic  Contributioks  in  1916  Upon  Which  Exemptioit 

Was  Claimed 


Income  Group 


Total   Net   Income      Contributions 
(millions  of  dollars)  (millions  of  dollars) 


Per  cent 


$-3,000-  4,000 

3,422 

47.2 

1.4 

4,000-  6,000 

1,406 

19.1 

1.4 

6,000-  8,000 

747 

12.4 

1.7 

8,000-  10,000 

501 

8.3 

1.6 

10,000-  15,000 

796 

14.9 

1.9 

15,000-  25,000 

891 

19.5 

2.2 

25,000-  50,000 

1,042 

23.8 

2.3 

50,000-100,000 

847 

23.9 

2.8 

100,000-250,000 

782 

28.7 

3.7 

250,000-500,000 

303 

12.9 

4.2 

Over   500,000 

521 

35.5 

6.8 

Total 

11,191 

245.1 

2.2 

These  statistics  seem  to  indicate  (a)  that  the  relative  amounts  which 
are  given  do  not  vary  greatly  for  incomes  under  $10,000  a  year — rang- 
ing around  one  and  one-half  per  cent;  (b)  that  the  proportionate  in- 
crease in  giving  on  the  part  of  those  receiving  over  $10,000  is  very 
slight  until  $100,000  is  reached;  and  (c)  that  above  $100,000  the  per- 
centage donated  increases  appreciably  with  increases  in  income — those 
receiving  over  $500,000  annually  donating  approximately  7  per  cent 
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of  their  income.  If  the  income  groups  are  subdivided  more  minutely 
than  in  Table  8,  it  will  be  found  that  those  receiving  over  $4,000,000 
annually  contributed  approximately  10  per  cent  to  charitable  purposes. 
Here  again  it  should  be  borne  in  mind  that  members  of  the  lower  in- 
come groups  were  undoubtedly  not  so  careful  in  reporting  their  dona- 
tions as  were  those  of  larger  incomes,  who  were  subject  to  a  much 
higher  tax  rate,  so  that  in  reality  th-e  former  gave  more  than  is  indi- 
cated. It  is  probable,  however,  that  this  negligence  would  not  apply 
appreciably  to  those  receiving  above  $10,000.  It  is  probable  therefore 
that  the  present  rate  of  giving  is  not  much  more  than  proportionate  for 
incomes  up  to  $50,000.  It  is  indeed  possible  that  the  men  with  incomes 
of  from  $2,000  to  $4,000  actually  contribute  a  higher  percentage  than 
do  those  between  $10,000  and  $100,000. 

3.   Variations  in  the  Composition  of  the  Family  and  How  to  Allow  for 
Them. 

So  far  we  have  merely  been  considering  one  variable  in  a  problem  of 
three.  AYe  have  been  discussing  the  typical  cost  of  successive  levels  of 
living,  and  the  typical  size  of  charitable  contributions  accompanying 
them.  That  will  give  us  some  basis  for  the  construction  of  an  equally 
generalized  reformed  scale  later  on.  But  it  will  not  help  all  of  the  givers 
for  whom  that  scale  is  primarily  intended:  for  what  we  have  been  ex- 
amining throughout  has  been  the  expenditures  of  the  "average"  family 
— already  defined  for  statistical  purposes  as  a  father,  mother,  and  three 
children  under  fourteen. 

Such  a  family,  however,  is  certainly  not  the  exclusive  and  perhaps  not 
even  the  predominant  type,  and  it  is  necessary  to  determine  how  ex- 
penditures are  to  be  allotted  in  famili^^iriphat  depart  in  varying  degrees 
from  this  model.  It  is  a  familiar  faet'in  calculating  food  budgets  that 
children  and  old  people  cost  less  th^n  adults  to  feed ;  that  women  on  the 
whole  cost  less  than  men;  and  that  very  young  children  cost  the  least 
of  all.  It  is  also  a  familiar  fact  that  the  very  small  family  labors  at  a 
disadvantage  as  compared  with  one  of  average  size  in  the  matter  of 
per  capita  food  cost :  the  smaller  the  family,  the  greater  being  the  in- 
evitable waste. 

Now  both  of  these  facts  have  a  wider  application  than  the  area  of  the 
food  budget  alone.  They  are  symptomatic  of  a  very  marked  general 
tendency  in  all  household  expensese.  To  put  it  dogmatically:  (1)  total 
family  expenditures  tend  to  vary  directly  as  the  sex  and  age  of  the  com- 
ponent members;  (2)   the  smaller  the  family,  the  larger  the  overhead. 

(1)  Nutrition  experts  have  calculated  very  closely  the  number  of 
calories  (that  is,  units  of  heat  energy)  required  by  a  normal  man  at 
various  kinds  of  work  ranging  from  strictly  sedentary  to  very  muscu- 
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lar  work.  With  a  somewhat  less  degree  of  accuracy  they  have  calcu- 
lated the  number  of  calories  required  by  women,  children  of  various 
ages,  and  old  persons.  The  average  consumption  (some  3,0004"  calor- 
ies per  day)  for  a  man  of  medium  size  at  moderately  heavy  muscular 
work,  they  have  taken  as  their  standard  unit,  and  have  expressed  the 
normal  consumption  of  women  and  children  in  terms  of  percentages 
of  this  standard,  or,  as  it  is  technically  called,  of  "equivalent  adult 
males."  Thus  in  the  stereotyped  family  of  five  with  which  our  work- 
ing class  budgets  deal,  the  father  has  been  counted  as  100  per  cent,  the 
mother  as  90  per  cent,  a  boy  of  thirteen  as  90  per  cent,  a  girl  of  ten 
as  75  per  cent  and  a  child  of  six  as  40  per  cent.  In  detail  the  scale 
would  run  as  follows  :^^ 

Affe                                                         Percentages  of  normal  adult  male  consumption 

Male  Female 

Adult    (15   or  over) 100%  90% 

Both  sexes 

11-14    90% 

7-10     75% 

4-6     40% 

3  and  under   15% 

Now  strange  as  it  may  seem  to  the  uninitiated,  the  scale  for  the  total 
expenditures  of  the  individual  members  of  a  workingman's  family  tends 
to  parallel  very  closely  the  scale  for  their  food  consumption.  This  is 
not  merely  because  food  is  the  largest  single  item  in  the  individual's 
budget,  but  because  other  expenditures  do  actually  tend  to  cluster  about 
it  as  a  mean — some  running  a  little  higher,  some  a  little  lower. 

Thus  clothing  costs  throughout  the  period  of  childhood  range  some- 
what higher  in  proportion  to  the  grown  man's  clothing  than  do  food 
costs  to  his  food;  while  amusements  and  sundries  on  the  other  hand 
range  considerably  less.  (The  boy  of  six  in  our  Philadelphia  subsis- 
tence standard  was  rated^^  as  50  per  cent  of  his  father  in  food  con- 
sumption, while  his  clothing  cost  $43  as  against  his  father's  $74,  or 
58  per  cent.) 

As  to  housing  and  the  other  remaining  household  costs  that  are  in- 
extricably merged,  it  can  only  be  estimated  that  tlie  younger  members 

11  This  is  following  the  revised  scale  of  the  United  States  Bureau  of  Labor  Sta- 
tistics (See  Monthly  Review  of  the  U.  S.  Bureau  of  Labor  Statistics,  November,  1917). 
Their  old  scale  ran  somewhat  lower,  especially  for  women,  following  in  the  foot- 
steps of  the  well  known  Atwater  scale  (See  Eighteenth  Annual  Report  of  the  Com- 
missioner of  Labor,  1903,  "Cost  of  Living  and  Retail  Prices  of  Food").  A  new 
scale  of  superior  accuracy  is  that  issued  by  Messrs.  King  and  Sydenstricker  under 
the  auspices  of  the  United  States  Public  Health  Service,  "A  Method  of  Classifying 
Families  According  to  Incomes  in  Studies  of  Disease  Prevalence,"  Public  Health 
Reports,  November  25,  1920  (Vol.  35,  No.  48)  pp.  2829-46. 

12  In  accordance  with  Atwater  Scale. 
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of  the  family  require  less  than  would  be  indicated  by  their  food  ratio ; 
while  as  to  the  mother's  services — if  any  economic  value  at  all  is  to  be 
attached  to  them — it  is  obvious  that  the  younger  children  require  a  dis- 
proportionate share.  All  in  all,  therefore,  and  giving  due  weight  to 
the  two  major  items  of  food  and  clothing,  it  may  be  said  a  priori  that 
the  relative  costs  of  the  individual  in  a  household  will  vary  according 
to  sex  and  age  much  as  do  his  food  costs.  This  view  has  been  put  forth 
more  or  less  informally  in  three  publications  of  recent  date^^  and  has 
since  received  authoritative  confirmation  from  the  very  precise  study 
of  Messrs.  W.  I.  King  and  Edgar  Sydenstricker."  Their  scale,  re- 
duced to  graphic  form,  runs  as  follows  •}'' 

CHART    I 

Repeixted  through   courtesy  of  the  University  of   Chicago   Press  from  the 

JouRXAL  OF  Political  Ecox'Omy,  Vol.  XXIX,    No.  7,  p.  588. 
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13  See  Messrs.  Sydenstricker,  Wheeler  and  Goldberger,  "Disabling  Sickness  among 
the  Population  of  Seven  Cotton  Mill  Villages  of  South  Carolina  in  Relation  to 
Family  Income,"  U.  S.  Public  Health  Service  Reprints  No.  493  P.  T.;  W.  F.  Ogburn, 
"Analysis  of  the  Standard  of  Living  in  the  District  of  Columbia  in  1916,"  Quarterly 
Publications  American  Statistical  Association,  June,  1919  (reprint),  p.  12;  Dorothy 
W.  Douglas,  "The  Cost  of  Living  for  Workingwomen,"  Quarterly  Journal  of  Eco- 
nomics, Feb.,  1920. 

14  King  and  Sydenstricker,  op.  cit. 

15  See  "The  Classification  of  the  Population  According  to  Income,  Journal  of  Po- 
litical Economy,  July,  1921,  p.  588. 
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Briefly,  it  may  be  said  (1)  that  at  the  level  of  bare  subsistence  the 
relation  of  food  costs  to  total  costs  is  one  of  constant  correspondence, 
and  (2),  that  on  the  whole,  total  costs  tend  to  range  a  little  lower — to 
the  degree  of  something  like  8  or  10  per  cent. 

Now  both  of  these  points  are  of  great  significance  for  the  families 
with  whom  the  study  originally  deals — that  is,  families  at  the  ragged 
edge  of  subsistence,  at  what  we  should  call  the  "poverty"  level.^®  But 
when  we  pass  beyond  this  level  to  the  well-to-do  groups  with  whom  we 
are  chiefly  concerned,  the  scale  requires  a  certain  amount  of  adjusting. 
The  total-costs  scale  stiU  parallels  that  of  food  costs,  but  we  have 
reason  to  think  that  it  no  longer  runs  appreciably  below  it.  On  the 
contrary,  as  we  reach  some  of  the  higher  income  groups,  there  is  every 
reason  to  suppose  that  in  certain  cases  the  total-costs  scale  is  the 
higher.     The  evidence  is  as  follows: 

a)  As  we  pass  from  the  poverty  level  through  the  subsistence  and  on 
to  the  minimum  comfort  level,  we  find  that  women  and  children,  but 
especially  women,  spend  a  far  greater  percentage  of  the  family  income 
on  their  clothing  than  they  did  before.  In  our  tables,  it  will  be  recalled, 
the  percentage  for  women  after  they  had  passed  the  poverty  level  ran : 
subsistence  level  4.6  per  cent,  comfort  level  7.4  per  cent,  while  the  ex- 
penditure for  men  increased  only  from  4.1  to  5.5  per  cent.  In  other 
words,  the  expenditure  for  women  in  terms  of  that  for  men  jumped 
from  112  per  cent  to  135  per  cent.  Had  we  started  from  the  poverty 
level  we  should  have  found  the  diff^erence  even  more  striking.^^ 

b)  Now  aside  from  food,  clothing  is  the  largest  individual  item  listed 
in  the  total-costs  group.  Not  only  so,  but  for  poverty  families  it  is 
nearly  the  only  item  that  deserves  to  be  so  distinguished,  the  others  are 
so  small:  clothing  outweighs  all  the  rest  combined.  So  any  marked 
tendency  of  this  clothing  item  is  sure  to  be  reflected  overwhelmingly  in 
their  total.  If  it  is  small  (for  women  as  compared  to  men),  then  their 
total  will  appear  correspondingly  small. 

Therefore  we  shall  undoubtedly  be  justified  in  slightly  raising  the 
total-costs  scale  when  we  deal  with  the  great  mass  of  well-to-do  groups, 
until  it  corresponds  exactly  with  our  established  food-costs  scale;  and 
when  we  deal  with  the  wealthy,  perhaps  in  raising  it  even  a  little  more 
in  the  case  of  young  women,  allowing  them  as  much  as  their  brothers 
and  husbands — in  other  words,  ranking  them  as  100  per  cent  expensive. 

Before  we  thus  employ  our  established  food-costs  scale  (of  the  Bureau 
of  Labor  Statistics),^®  however,  we  must  in   turn  modify  it  a  very 

16  The  study  covered  a  series  of  Southern  cotton-mill  villages. 

17  Professor  Oghurn  takes  as  one  of  his  criteria  of  the  poverty  level  the  point  at 
which  the  wife's  clothing  budget  falls  below  75  per  cent  of  that  of  husband.  Messrs. 
King  and  Sydenstricker's  families  bear  out  his  contention.    Op.  eit.,  p.  692. 
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little  by  introducing  some  of  the  refinements  of  its  King-  Sydenstricker 
successor.  The  latter  runs  closer  to  the  old  Atwater  scale  and  its  quota 
for  infants  is  twice  as  great ;  beyond  that  its  chief  difference  is  a 
marked  drop  for  both  sexes  in  the  older  middle-age  group  as  well  as  in 
the  old-age  group  proper.  To  avoid  criticism  and  steer  a  middle  course 
we  have  chosen  to  hew  as  close  to  the  line  of  the  Labor  Statistics  scale 
as  possible,  making  adjustments  where  necessary.  The  proposed  scale 
is  as  follows: 

Table  of  Standard  Expenditures 

(All  items  combined)  for  the  Members  of  a.  Family  Group,  Expressed  in  Percentages 

of  Adult  Male  Expenditure 

Percentages  of 
Age  Adult  Male  Expenditure 

0-  3    years 23% 

4-6        "     40% 

7-10         "     60% 

11-14         "     80% 

15-18         "     90% 

Male  Female 

Adult    (19-50)     100%  90% 

Middle    Age    (50-60) 95%  85% 

(60-70) 90%  80% 

Old   Age    (over    70) 80%  70% 

In  terms  of  this  scale  the  family  we  have  used  as  typical  of  our  popu- 
lation as  a  whole  consists  of  3.33  "adult  male  units" — such  as  would  be 
furnished  by  a  father,  mother,  and  three  children  in  the  age  groups  of 
11  to  14,  4  to  6,  and  under  3  respectively.^^  That  forms  the  "stan- 
dard" unit  of  our  calculation  of  charitable  contributions.  A  given 
family  can  then  measure  its  obligations  in  terms  of  its  departure  from 
this  model.  In  other  words,  to  calculate  roughly  his  family's  normal  ex- 
penditure in  terms  of  adult  male  units,  a  man  has  merely  to  add  up 
these  food  consumption  figures.  Thus  a  family  consisting  of  father  aged 
fifty,  mother,  fifty,  daughter,  twenty,  and  grandfather,  eighty,  would 
rank  1.0  -f  .9  -|-  .9  -f  .8  =  3.6,  or  .27  more  than  the  "standard"  fam- 
ily of  3.33.  It  would  thus  be  normal  for  them  to  spend  practically  9 
per  cent  more  than  the  sum  indicated  as  proper  for  the  "standard" 
family  of  their  particular  income  group.  (If  they  belonged  to  the  very 
wealthy  class,  the  twenty-year-old  daughter  would  rank  even  higher — 
1.0  instead  of  .9 — so  that  the  family  total  would  become  3.7  and  its 
normal  excess  of  expenditure  over  that  of  the  standard  family  would 
become  11  per  cent.) 

18  See  Bureau  of  Labor  Statistics  Tentative  Quantity  and  Cost  Budget  for  Wash- 
ington, D.  C,  Aug.  1919,  page  10.  For  the  whole  family,  clothing  costs  are  about 
equal  to  all  miscellaneous  items  combined   (about  24  per  cent). 

19  This  standard  of  3.3  male  units  has  recently  been  adopted  by  the  Royal  Com- 
mission on  the  cost  of  living  in  Australia.  (See  H.  Heaton,  "The  Basic  Wage  Prin- 
ciple in  Australian  Wages  Regulation,"  The  Economic  Journal,  Sept.,  1921,  p.  315.) 
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This  simple  process  of  calculation  becomes  slightly  more  compli- 
cated when  we  are  dealing  with  unusually  large  or  unusually  small  fami- 
lies. As  previously  indicated,  the  former  can  normally  effect  a  consider- 
able per  capita  saving  through  reduced  "overhead"  costs,  while  the  lat- 
ter have  a  high  "overhead"  as  compared  with  their  small  numbers.  The 
Charity  Organization  Society  of  New  York  meets  this  disparity  in  the 
case  of  their  families'  food  budgets  by  reducing  the  per  capita  allow- 
ance 5  per  cent  in  the  case  of  families  of  six  members ;  and  conversely, 
increasing  the  per  capita  allowance  5  per  cent  for  families  of  three,  and 
10  per  cent  for  those  of  two. 

Adapting  this  method  to  the  requirements  of  our  well-to-do  families, 
we  have  the  following  modification  of  our  previous  table: 

1.  Costs  for  family  of  4  to  6  members  =  normal  (as  given  above) 

2.  (a)  "     "         "         "    7  members  =  —  5% 
(b)  "     "        "         "    8  or  more     "      z=  —10% 

3.  (a)  "     "         "  "    3  "      =  -f  5% 
(b)  "     "         "          "    2  "      =  +10% 

A  still  further  complication  enters  into  our  calculation  when  we  deal 
with  one  important  type  of  the  small  family — the  young  married  couple 
with  one  child  or  as  yet  none.  Such  a  couple  should  normally  be  laying 
by  heavily  for  the  future  when  their  expenses  are  to  be  at  their  maxi- 
mum. It  seems  only  fair,  therefore,  to  increase  the  normal  per  capita 
budget  for  such  a  family  by  the  inclusion  of  an  extra-heavy  savings 
item.  For  the  couple  with  one  child  this  may  well  be  5  per  cent  of 
their  previous  budget ;  for  the  couple  with  none,  10  per  cent.^'^  In 
calculating  the  proper  budget  for  such  a  family,  therefore,  we  have  to 
add  two  modifying  factors  at  once — the  extra  overhead  and  the  extra 
savings.  A  childless  young  couple,  therefore,  after  calculating  their 
budget  on  the  basis  of  1.9  adult  male  units,  would  add  to  it  20  per 
cent — 10  for  extra  overhead  and  10  for  extra  savings. 

Additional  questions  in  regard  to  family  expenditure  must  now  be 
laid  aside  until  the  discussion  of  the  final  income-group  table  in  Chap- 
ter V,  and  we  must  turn  briefly  to  the  consideration  of  the  budgets  of 
the  single  man  and  single  woman. 

Here  again  we  are  forced  roughly  to  adapt  calculations  intended  for 
persons  at  or  below  the  minimum  comfort  level.  For  women  our  best 
data  come  from  the  decrees  of  our  various  minimum  wage  boards ;  for 
men,  from  the  estimates  of  the  Bureau  of  Labor  Statistics  and  the 
Federal  Board  for  Vocational  Education. 

20  Thus  the  Bureau  of  Labor  Statistics,  in  speaking  of  the  Minimum  Comfort  level 
in  the  District  of  Columbia,  says:  "An  average  saving  of  12yo  per  cent  of  yearly  sal- 
ary during  an  (low-salaried  Government)  employee's  single  and  early  married  life 
would  seem  to  be  the  maximum  which  could  be  expected."  (Bureau  of  Applied  Eco- 
nomics, Standards  of  Living,  page  311.) 
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In  the  case  of  women,  we  may  sift  the  very  large  body  of  evidence 
of  our  minimum  wage  boards  which  indicate  that  the  present  health  and 
decency  level  falls  between  fifteen  and  twenty  dollars  a  week,  and  ac- 
cept the  $16.50  budget  of  the  District  of  Columbia  (Aug.,  1919)  as 
typical.  This  .$16.50  a  week  (allowing  for  two  weeks  of  illness  or  un- 
employment in  the  year)  makes  an  annual  wage  of  $825."^  But  the 
corresponding  "minimum  comfort"  budget  for  our  "standard  family" 
cost  at  that  time  in  Washington,  D.  C,  about  $2,250,  or  $6T6  per 
"equivalent  adult  male."  The  single  woman's  budget  therefore  in  terms 
of  "adult  male  units"  amounts  to  1.2. 

For  the  single  man,  a  District  of  Columbia  budget  at  the  minimum 
comfort  level  has  been  assessed  by  the  Bureau  of  Labor  Statistics  at 
about  $1,000.  This  is  again  probably  somewhat  higher  than  the  cor- 
responding family  standard,  although  not  as  much  so  as  the  woman's 
budget.  It  corresponds  within  a  hundred  dollars  with  the  very  rough 
figures  derived  from  the  data  secured  in  the  Northwest  by  the  Federal 
Board  for  Vocational  Education.  Their  returns  from  seven  of  the  larg- 
est cities  of  Washington  and  Oregon  indicate  that  in  1920  the  cost  of 
board  and  lodging  for  single  men  there  averaged  $40  to  $45.  But  it  is 
a  familiar  fact  to  students  of  the  standard  of  living  that  food  and  rent 
at  this  level  normally  cover  about  55  per  cent  of  the  budget.  Applying 
this  assumption  to  the  figures  of  the  Vocational  Board,  we  get  some- 
thing over  $75  a  month,  or  about  $920  a  year  as  the  single  man's  bud- 
get in  the  Northwest  or  1.3  in  terms  of  "equivalent  adult  males." 

In  the  case  of  the  young  single  man,  however,  who  is  saving  up  for 
a  future  family,  it  will  be  fair  to  allow  an  additional  10  per  cent  for 
this  extra  saving. 

In  the  case  of  the  young  woman  who  is  doing  likewise,  an  additional 
saving  of  5  per  cent  over  her  budget  will  be  in  order. 

(For  all  these  figures,  see  Table  9,  p.  64.) 

3.  Variations  Due  to  Differences  in  Time  and  Place. 

At  the  beginning  of  this  chapter  it  was  stated  that  the  figures  cited 
for  the  "standard  family"  applied  to  one  time  and  one  region — eastern 
industrial  centers  in  the  early  winter  of  1921.  At  other  times  and 
places  the  identical  standard  might  cost  more  or  less.  How  then  should 
we  allow  for  these  variations  in  the  calculations  of  which  our  "stan- 
dard family"  is  the  base? 

21  True,  this  wage  is  in  striking  contrast  to  the  $1050  declared  more  recently  to  be 
the  minimum  comfort  budget  for  women  by  Dr.  Royal  Meeker  but  repeated  studies 
of  similar  budgets  convince  the  authors  that  the  word  "comfort"  as  used  in  this 
budget  does  not  denote  exactly  the  same  thing  as  it  does  in  the  family  "comfort" 
minimum  of  $2250;  that  it  embodies  a  higher  grade  of  goods  and  services  and  rep- 
resents a  somewhat  higher  level  of  life. 
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Table  9. — Final  Table  of  Standard  Expenditures  (All  Items  Combined)  for  the 
Members  of  Family  Groups  of  Various  Sizes  and  for  Single  Men  and  Women 

(Unit  =  Adult  Male  Expenditure  in  Standard  Family) 

I.  Family  of  4-6  Members  (=  "Standard") 

Percentage  of 
Age  Male  Adult  Expenditure 

0-3    years 23% 

4-6        "     40% 

7-10        "     60% 

11-14        "     80% 

15-18        "     90% 

Male  Female 

Adult    (19-50)    100%  90% 

Middle  Age    (50-60) 95%  85% 

(60-70) 90%  80% 

Old  age  (over  70) 80%  70% 

II.  Family  of  Less  or  More  than  4-6  Members 

Additional  or  Lessened  Cost 
Size  of  Family  {in  Percentages  of  "Standard"  Family  Cost) 

7  members     —  5% 

8  or  more  members — 10% 

3  "        -f  5% 

2  "        +10% 

III.  Single  Men  and  Women  {in  Terms  of  Adult  Male  Expenditure  in  Standard 

Family 
Single  Men  =  130%* 

Single  Women       =:  120%* 
*  5-10%  extra  to  be  allowed  in  case  of  heavy  savings. 

a)  Changes  in  the  cost  of  living  from  one  year  to  another  are  pub- 
lished regularly  by  the  United  States  Bureau  of  Labor  Statistics  and 
the  National  Industrial  Conference  Board, — changes,  that  is,  for  the 
cost  of  such  commodities  as  enter  normally  into  the  budget  of  a  manual 
or  clerical  worker's  family.  For  a  wealthy  family,  the  changes  may 
vary  slightly  (since  miscellaneous  items  weigh  so  much  more  heavily  in 
their  budgets),  but  the  chances  are  that  such  a  difference  is  negligible.^^ 
In  order,  therefore,  to  revise  our  present  budget  scale  at  any  future 
time,  it  will  merely  be  necessary  to  raise  or  lower  it  by  the  index  number 
of  the  cost  of  living  at  that  time. 

b)  With  the  variations  in  cost  from  place  to  place  we  meet  a  more 
serious  problem.  It  has  three  phases:  (1)  variations  between  different 
sections  of  the  country;  (2)  variations  between  individual  cities  within 
the  same  section,  and  (3)  variations  between  urban  and  rural  regions. 

Variations  between  sections  of  the  country  {between  the  North, 
South,  Middle  West,  and  Far  West).  These  are  probably  not  so  large 
as  is  ordinarily  supposed.  Data  gathered  by  the  United  States  Bureau 
of  Labor  Statistics  go  to  show  that  the  cost  of  a  standard  year's 
budget  of  twenty-two  principal  food  articles  in  thirty-nine  of  the  lead- 

22  See  Beyer,  op.  cit.,  on  the  closeness  with  which  changes  in  the  cost  of  miscel- 
laneous items  parallel  changes  in  the  cost  of  food,  clothing,  and  shelter. 
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ing  cities  of  all  parts  of  the  country  varies  as  follows  in  the  dijfferent 

sections. 

Variations  in  the  total  cost  of  standard  year's  budget  of  22  principal  food  articles 

between  the  different  sections  of  the  United  States.     Time,  1919^^ 

{Average  cost  in  the  Northeast  =  100) 

Average  cost  in  11  cities  of  the  Northeast $667.25      =zlOO^ 

"       "    12       "       "      "     South     652.87—  =  98% 

"  "       "    10       "       "      "     Middlewest     602.01       =90% 

"      "      6       "       "      "     Far    West    614.43       =  92% 

Average  of  all  four  sections $633.14      =  95% 

In  general,  therefore,  it  may  be  said  that  the  urban  variation  in  cost 
of  food  between  different  sections  of  the  country  does  not  exceed  10  per 
cent,  and  that  on  the  whole  the  Northwest  is  the  most  expensive  section, 
closely  followed  by  the  South,  with  the  Far  West  and  Middle  West 
lagging  somewhat  in  the  rear.  It  must,  however,  be  remembered  that 
identical  commodity  budgets  do  not  necessarily  mean  wholly  equivalent 
living  standards,  since  there  is  always  a  further  variation  brought  about 
by  local  customs  of  consumption.  (E.g.,  a  moderate  clothing  budget  in 
the  South  or  the  Far  West  need  not  contain  so  great  a  variety  of 
garments  for  changes  of  temperature  as  does  one  in  the  East  or  Mid- 
dle West.    Likewise  habits  of  food  consumption  vary). 

Next  to  food,  clothing  and  shelter  are  the  items  occupying  the 
largest  single  shares  of  the  budget.  No  statistical  evidence  is  to  be 
had  in  regard  to  their  relative  cost,  but  a  few  a  priori  considerations 
may  not  be  out  of  place.  Clothing  is  somewhat  lower  in  the  East  and 
Middle  West  than  on  the  Pacific  slope.  Shelter  varies  enormously  from 
locality  to  locality  pari  passu  with  ground  rent,  but  hardly  otherwise. 
In  so  far,  then,  as  we  are  dealing  with  cities  of  equal  size  and  popu- 
lation pressure,  there  is  little  likelihood  of  any  marked  inter-sectional 
difference. 

Miscellaneous  items  ordinarily  vary  in  cost  as  the  three  main  items 
combined.  So  far  as  evidence  and  inference  can  lead  us,  therefore,  we 
are  probably  safe  in  assuming  that,  in  cities  at  least,  the  cost  of  a  truly 
identical  commodity  budget  does  not  vary  more  than  10  per  cent  from 
one  great  section  of  the  country  to  another.  In  rural  regions,  owing  to 
the  problems  of  isolation  and  inaccessibility,  the  general  inter-sectional 
variation  may  be  greater. 

Variations  between  Individual  Cities  within  the  same  section.  The 
cost  of  the  standard  food  budget  in  the  lowest  city  of  the  Northern 
Section  (Buffalo  $611.36)  was  14  per  cent  less  than  in  the  highest  city 

23  Computed  from  data  submitted  by  the  United  States  Bureau  of  Labor  Sta- 
tistics to  the  U.  S.  Senate  Subcommittee  of  the  District  of  Columbia  Committee  in 
September,  1919,  and  published  in  the  Bulletin  issued  by  the  Bureau  of  Applied  Eco- 
nomics— Changes  in  Cost  of  Lyving,  1914-1919,  p.  29. 
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(Fall  River  707.36),  but  the  remaining  nine  cities  were  grouped  within 
a  range  of  6  per  cent.  In  the  Southern  section  the  lowest  city  (Louis- 
ville $622.59)  was  8  per  cent  less  than  the  highest  (Charlestown 
$675.65)  and  nine  of  the  twelve  cities  fell  within  a  latitude  of  5  per 
cent.  In  the  Middle  West  only  8  per  cent  separated  the  lowest  city 
(Minneapolis  $577.71)  from  the  highest  (Cleveland  $628.25),  while 
seven  of  the  ten  cities  were  within  a  range  of  4  per  cent.  Finally,  on 
the  Pacific  coast  there  was  a  difference  of  only  a  little  over  4  per  cent 
between  Portland,  Oregon,  and  the  highest. 

All  the  foregoing  evidence  tends  to  show  that  the  difference  in  the 
cost  of  food  between  cities  of  the  same  section  is  not  great.  These  con- 
clusions seem  to  be  corroborated  by  an  investigation  into  the  cost  of 
room  and  board  for  single  men  recently  conducted  by  the  Federal 
Board  for  Vocational  Education  for  Washington,  Idaho,  and  Oregon. 
Also  The  Loyal  Legion  of  Loggers  and  Lumbermen  in  investigations  of 
the  cost  of  living  conducted  during  1920  and  1921  found  that  the  cost 
of  living  was  appreciably  higher  in  many  small  cities  and  towns  than  it 
was  in  Portland,  Oregon,  And  StreightofF,  in  1915,  found  that  the  cost 
of  providing  a  subsistence  budget  was  approximately  12  per  cent  less  for 
Buffalo  than  it  was  for  New  York.^*  While  evidence  is  scanty,  it  is 
therefore  probable  that  the  maximum  variations  between  cities  of  the 
same  section  are  not  much  in  excess  of  10  per  cent,  and  that  for  the 
majority  of  cities  the  variation  is  even  less.  The  1915  investigation  of 
the  Canadian  Board  of  Inquiry  into  the  Cost  of  Living  showed  that  the 
variation  between  localities  of  the  same  section  was  not  as  great  as  com- 
monly supposed.^^ 

Variations  hetzceen  City  and  Country.  Here  the  problem  for 
the  conscientious  assessor  of  family  budgets  becomes  almost  insoluble. 
Strictly  comparable  data  simply  do  not  exist.  The  difference  between 
the  content  of  equivalent  standards  is  here  even  greater  than  it  was  be- 
tween different  sections  of  the  country — clothing,  dietary,  household 
conveniences,  amusements,  all  are  notably  different.^*'  Moreover,  it  is 
almost  impossible  to  make  adequate  allowance  for  the  saving  effected 
by  a  home  garden.  The  most  that  can  be  said  is  that  there  is  probably 
a  very  marked  difference  in  cost  in  favor  of  the  rural  regions  and  that 

24  Fourth  Annual  Report,  New  York  State  Factory  Investigating  Commission 
(1915),  Vol.  IV,  p.  1668. 

25  See  Report,  Board  of  Inquiri/  into  the  Cost  of  Living  in  Canada,  1915,  Vol. 
2,  p.  80. 

2fi  Such  clothing  e.g.  as  is  bought  is  of  course  to  all  intents  and  purposes  as  costly  as 
it  would  be  if  purchased  in  the  city.  But  the  conventional  standard  is  different. 
The  countryman  can  without  losing  caste  wear  clothes  of  which  the  city  dweller 
would  be  ashamed. 
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this  difference  decreases  rapidly  as  we  reach  even  a  small  degree  of 
urbanization.^^  This  would  probably  be  true  in  part  because  the  con- 
tent of  the  standard  rapidly  becomes  adapted  to  the  ways  of  the  life 
of  the  city,  and  in  part  because  certain  actual  savings,  such  as  low  rent 
and  homegrown  food,  disappear.  If  one  might  hazard  a  guess,  it  would 
be  that  the  cost  of  an  equivalent  standard  is  not  more  than  say  10  or  15 
per  cent  lower  in  the  small  towns  than  in  the  large  cities  of  the  same 
section,  and  not  more  than  20  to  25  per  cent  less  in  the  rural  districts 
themselves. 

All  these  three  types  of  variation,  however,  show  that  the  cost  of 
living  standards  we  have  set,  namely,  those  for  eastern  metropolises,  are 
ample  enough  for  other  locaHties  and  sections.  For  if  the  urban  fami- 
lies we  have  studied  can  give  certain  amounts  to  charity  and  save  for 
insurance,  how  much  more  can  those  living  in  regions  of  lower  living 
costs  .'^  The  standards  of  giving,  in  other  words,  which  we  are  to  base 
upon  these  metropolitan  living  costs,  are  minimums,  and  persons  situ- 
ated in  less  expensive  localities  should  be  able  to  exceed  them. 

27  Thus  many  of  the  small  towns  of  Oregon,  according  to  the  investigation  by  the 
4  Ls,  had  higher  living  costs  than  Portland. 


CHAPTER  V 
The  Recommended  Scale  of  Giving  and  Saving 

1.  Introduction. 

In  our  preceding  chapters  we  considered  the  question  of  national  phi- 
lanthropies in  relation  to  national  income,  investments,  and  standards  of 
living,  and  furnished  a  rough  measuring  rod  for  the  relative  responsi- 
bility of  family  groups  of  different  sizes.  We  now  come  to  fitting  these 
data  together  into  the  framework  of  an  actual  living-giving-saving 
curve  that  shall  furnish  the  requisite  total  and  yet  bear  as  equitably 
as  possible  upon  each  income  group. 

It  will  be  remembered  (see  the  conclusion  of  Chapter  I)  that  the 
principles  we  set  before  ourselves  included: 

1.  The  setting  of  a  "submergence  minimum"  for  the  very  poor.  This 
is  a  point  sufficient  for  (physical)  subsistence  below  which  no  giving 
and  no  saving  are  to  be  required.  All  income  goes  for  personal  expendi- 
ture.   This  minimum  is  therefore  absolute. 

2.  The  setting  of  a  relative  "luxury  maximum"  for  the  very  wealthy. 
This  is  a  point  sufficient  for  all  the  reasonable  comforts  of  life,  above 
which  verT/  nearly  all  surplus  income  is  to  be  requisitioned  for  giving 
and  for  investment.  It  is  best  not  to  make  the  maximum  absolute,  but 
to  allow  for  slight  additions  of  expenditure  to  it  for  the  successive 
classes  of  the  extremely  wealthy.     This  maximum  is  therefore  relative. 

3.  The  maintenance  of  a  sound  psychological  footing  throughout  by 
making  allowance  for  people's  existing  habits  of  living  and  giving, 
especially  the  relative  strength  of  their  natural  impulses  of  generosity 
and  their  desire  to  save. 

This  last  point  means  not  only  that  we  must  allow  a  l.irger  propor- 
tion of  gifts  from  the  lower  income  classes  (those  barely  above  subsis- 
tence) than  would  abstractly  seem  proper,  but  that  we  must  allow  as 
large  as  possible  a  proportion  of  savings  from  the  middle  classes,  since 
their  anxiety  for  the  future  is  inevitably  so  much  more  pressing  than 
that  of  the  very  wealthy. 

These  latter,  it  will  be  found,  are  more  fundamentally  affected  than 
any  other  group.  An  almost  complete  dead-stop  to  expenditure  at  any 
point  is  hard  enough  to  contemplate — the  man  of  great  wealth  quite 
naturally  feeling  it  his  due  to  spend  a  great  deal  more  than  his  neighbor 
whose  income  and  accompanying  responsibilities  are  very  much  less.  In 
so  far  forth  our  scale  does,  is  bound  to,  have  a  psychological  flaw.  But 
the  fact  is  that  our  prevailing  social  temper  of  mind  has  to  receive  a 
setback  somewhere,  since  strict  adherence  to  existing  standards  of  liv- 
ing would  yield  us  no  more  than  we  are  already  getting  for  philan- 
thropies— which  is  obviously  one  side  of  the  very  condition  we  are  seek- 
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ing  to  remedy.  And  the  only  groups  that  are  able  to  bear  a  very 
greatly  increased  burden  are  necessarily  the  ones  in  whose  hands  the 
greatest  amount  of  surplus  is  accumulated.  And  after  all,  as  has  been 
emphasized  repeatedly  at  the  outset  of  this  essay,  a  more  healthy  atti- 
tude among  all  people  toward  luxury  would  make  it  seem  far  from  ab- 
surd to  limit  any  man's  maximum  expenditure  to  even  so  modest  a  sum 
as  six  or  eight  or  ten  times  that  of  the  average  man. 

Bearing  these  general  principles  of  limitation  in  mind,  the  present 
writers  have  found  that  the  simplest  actual  method  of  attack  was  to 
begin  by  taking  the  total  sums  needed  for  the  country's  philanthropies 
and  for  direct  investments  plus  the  amounts  raised  by  the  Federal  In- 
come Tax.  We  thus  secured  a  total  of  the  sums  needed  in  the  country 
for  purposes  other  than  personal  expenditure,  and  then  assessed  this 
total  upon  the  population  progressively  according  to  increments  of 
income. 

By  this  method,  the  details  of  which  are  given  in  full  in  the  note  to 
this  chapter,  we  constructed  a  scale  of  the  proportions  which  the  fami- 
lies of  each  income  group  were  to  devote  to  all  of  these  purposes  com- 
bined, and  the  proportions  they  were  to  reserve  for  personal  expendi- 
ture. This  last  includes  insurance  for  families  below  the  $10,000  level. 
The  "absolute  submergence  minimum"  was  set  in  accordance  with  the 
cost-of-living  studies  at  $1,200  and  the  "relative  luxury  maximum"  be- 
cause of  social  need  and  the  relative  adequacy  of  such  a  sum  for  any  nor- 
mal sized  family  at  $20,000.  This  sum  we  treated  as  a  practical  maxi- 
mum, in  the  sense  that  all  but  a  few  of  the  extremely  wealthy  were  to  re- 
main within  a  few  hundred  or  thousand  of  it.  A  series  of  experimental 
"fits"  of  the  scale  convinced  us  that  probably  the  best  place  for  this 
practical  maximum  was  in  the  $40,000  income  group.  At  $40,000,  in 
other  words,  half  of  a  man's  income  is  taken  for  taxes,  investments,  and 
gifts,  and  half  left  for  his  own  personal  enjoyment.  Above  $40,000  all 
fresh  increments  of  income  are  assessed  at  so  greatly  magnified  a  rate 
that  the  man  with  even  a  million  a  year  would  retain  for  personal  ex- 
penditure only  a  little  over  $31,000.  Below  $40,000  the  scale  rises  from 
.1  per  cent  at  $1,250  to  the  aforementioned  50  per  cent  at  an  increas- 
ingly sharp  upward  inclination. 

The  general  nature  of  the  proportions  to  be  taken  from  the  various 
incomes  in  families  of  the  "standard"  size  for  all  purposes  other  than 
personal  expenditure  can  be  shown  more  clearly  in  graphic  form  than 
by  a  table. 

Chart  2,  based  on  Table  15  (which  is  in  the  notes  to  this  chapter), 
attempts  to  do  this.  It  uses  the  logarithmic  instead  of  the  natural 
scale  for  the  axis  measuring  amounts  of  income,  because  in  that  way  it 
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percentage: 


can   compress   the  whole   range   of   incomes   under    consideration    onto 
one  sheet/ 

1  Using  the  natural  scale  and  employing  intervals  even  as  short  as  a  tenth  of  an 
inch  for  each  thousand  dollars,  would  give  us  a  chart  almost  70  feet  long!  The 
logarithmic  scale  telescopes  successive  distances  by  treating  equal  ratios  as  if  they 
were  equal  sums.     Thus  the  distance  from  1  to  10  on  a  logarithmic  chart  will  be 
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These  sums  "for  all  other  purposes"  were  now  sub-divided  as  follows : 
First,  the  amount  of  the  federal  income  tax  for  each  income  was  de- 
ducted,^ leaving  a  composite  residual  amount  for  charities  and  invest- 
ment. This  was  distributed  between  the  two  purposes  in  accordance 
with  the  following  principles:  (a)  That  on  the  poverty  level  and 
largely  on  the  minimum  of  subsistence  level  as  well,  the  benevolent  im- 
pulse and  social  demands  would  lead  families  to  devote  practically  all 
of  their  scanty  surplus  in  contributions  to  the  church  and  in  acts  of 
individual  charity.  The  dictates  of  prudence  would  have  very  little 
effect  here,  (b)  That  men  of  middle  class  incomes  should  be  allowed 
to  save  proportionately  more  of  this  residual  amount  than  those  of 
greater  wealth.  This  is  necessary  because  the  middle  class  incomes  are 
not  only  smaller  but  are  primarily  derived  from  personal  service  and 
hence  are  less  permanent  and  more  subject  to  risks  than  those  of  the 
very  wealthy,  which  come  predominantly  from  property.  An  allow- 
ance must  be  made  to  compensate  for  this  greater  uncertainty  and 
anxiety.  Moreover  it  seems  only  fair  that  men  on  the  way  up  to  pros- 
perity should  be  allowed  to  save  a  larger  share  of  their  surplus  than 
those  who  have  already  arrived,  thus  affording  an  opportunity  for  the 
building  up  of  small  fortunes  and  discouraging  the  automatic  snowball- 
ing of  large  ones. 

The  exact  manner  in  which  these  two  principles  were  carried  out  can 
be  seen  from  an  examination  of  Table  16  in  the  note  to  this  chapter. 
In  brief,  incomes  of  the  poverty  level  (under  .$1,.500)  were  allowed  to 
devote  all  of  their  meagre  surplus  for  charities.  Beginning  with  the 
minimum  of  subsistence  level  ($1,500),  a  small  proportion  is  allowed 
for  investment  which  increases  rapidly  until  the  share  of  investments 
reaches  its  maximum  (at  .$19,500),  and  then  declines  steadily,  while 
that  for  charity  increases  until  we  reach  the  millionaire  class^  ($55,000 
and  over)  where  the  two  are  equal  and  remain  so  for  the  rest  of  the  scale. 

2.  The  Recommended  Scales  of  Giving  and  Saving. 

By  the  methods  described,  we  finally  arrived  at  the  actual  amounts 
to  be  given  and  invested  by  the  members  of  our  different  income  groups.* 

It  will  be  noticed  from  this  table  that  the  rates  for  both  charities  and 

the  same  as  that  from  10  to  100  or  100  to  1000.  For  a  dear  description  of  the' 
logarithmic  scale  see  the  article  by  Professor  James  A.  Field,  "Some  Advantages  of 
the  Logarithmic  Scale  in  Statistical  Diagrams,"  Journal  Political  Economy,  vol.  25, 
pp.  805-41.  See  also,  Irving  Fisher,  "The  Ratio  Chart,"  Quart.  Pub.  American  Sta- 
ti.Htical  Association,  June,  1917,  pp.  577-601. 

2  That  is,  according  to  the  income  tax  rates  of  1920.  The  recent  reduction  will 
release  more  funds  for  both  charities  and  investment. 

3  Millionaire,  that  is,  on  the  basis  of  capitalizing  the  income. 
*See  note  for  further  detail  on  method. 
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Table  10. — Recommended  Scale  of  Donations  and  Investments 
FOR  Indicated  Incomes. 


Percentage 

Percentage 

Percentage 

Percentage 

Family 

to    Be 

to    Be 

Family 

to    Be 

to    Be 

Income 

Given   to 

Used    for 

Income 

Given   to 

Used    for 

Charity 

Investment 

Charity 

Investment 

$1^50 

.10 

$7,500 

4.1 

11.6 

1,350 

.3 

, 

8,500 

4.3 

12.9 

l,il50 

.* 

. 

9,500 

4.6 

14.5 

1,550 

.5 

.02 

10,500 

4.8 

16.0 

1,650 

.6 

.07 

11,500 

4.9 

17.4 

1,750 

.7 

.12 

12,500 

5.0 

18.7 

1,850 

.7 

.16 

13,500 

5.1 

19.7 

1,950 

.8 

.2 

14,500 

5.1 

20.5 

2,050 

.9 

.3 

17,500 

6.4 

21.3 

2,150 

1.1 

.4 

22,500 

7.7 

21.9 

2,250 

1.3 

.6 

27,500 

8.5 

21.8 

2,350 

1.4 

.7 

35,000 

12.6 

22.4 

2,450 

1.5 

.9 

45,000 

19.0 

23.2 

2,550 

1.7 

1.1 

55,000 

23.8 

23.8 

2,650 

1.9 

1.4 

65.000 

25.5 

25.5 

2,750 

2.0 

1.7 

75,000 

26.4 

26.4 

2,850 

3.1 

2.0 

85,000 

26.9 

26.9 

2,950 

2.1 

2.3 

95,000 

27.2 

27.2 

3,050 

2.2 

2.6 

125,000 

27.0 

27.0 

3,150 

2.2 

2.9 

172,000 

26.2 

26.2 

3,250 

2.3 

3.2 

222,000 

25.3 

25.3 

3,350 

2.3 

3.5 

273,000 

24.5 

24.5 

3,450 

2.4 

3.7 

344,000 

23.7 

23.7 

3,550 

2.4 

4.0 

411,000 

23.0 

23.0 

3,650 

2.5 

4.3 

535,000 

23.2 

22.2 

3,750 

2.6 

4.6 

777,000 

21.2 

21.2 

8,850 

2.6 

1.9 

1,200,000 

20.4 

20.4 

3,950 

2.7 

5.9 

1,730,000 

19.9 

19.9 

4,500 

3.0 

6.7 

2,410,000 

19.6 

19.6 

5,500 

3.6 

8.9 

3,340,000 

19.4 

19.4 

6,500 

3.9 

10.6 

_  8,100,000 

19.0 

19.0 

investments  rise  steadily  until  a  maximum  of  27.2  per  cent  is  reached 
for  each  purpose  at  $95,000,  and  that  after  this  both  decline.  This  de- 
cline, however,  is  caused  not  by  any  increase  in  the  amount  devoted  to 
personal  expenditure — that  proportion  indeed  steadily  decreases — but 
to  the  rapidly  increasing  percentage  of  federal  income  taxation.  It 
will  also  be  observed  that  gifts  begin  at  from  $1,250  to  $1,550,  at  which 
point  a  very  slight  allowance  for  investment  appears.  Although  the 
rate  for  both  is  constantly  increasing,  that  for  investment  increases  at 
a  faster  ratio,  until  by  the  time  $2,900  has  been  reached  the  two  are 
approximately  equal.  From  $2,950  to  $14,500  the  rate  of  giving  rises 
from  2.1  per  cent  of  the  total  income  to  5.1  per  cent,  while  that  of  in- 
vestments increases  to  20.5.  From  $14,500  to  $55,000  on  the  other 
hand,  the  rate  of  giving  increases  faster  than  that  of  investment,  rising 
from  5.1  per  cent  to  23.8,  while  investments  increase  only  from  20.5 
per  cent  to  23.8.  From  $55,000  on,  the  proportions  to  be  devoted  to 
each  of  these  purposes  are  equal.     All  of  this  is  in  accordance  with  our 


What  Can  a  Man  Afford 


73 


belief  that  in  the  smaller  incomes  of  the  middle  class,  based  as  they  are 
largely  upon  personal  services,  the  ratio  of  investments  to  donations 
should  be  greater  than  among  the  wealthy  where  the  income  is  largely 
derived  from  property,  not  service,  and  where  the  outlook  for  the  future 
is  so  much  more  assured. 

Perhaps  a  clearer  view  of  our  recommended  ratio  can  be  gained  from 
Charts  S  and  4,  which  show  in  graphic  form  the  suggested  proportions 
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for  gifts  and  for  investments  respectively  in  families  of  the  standard 
size.  Like  Chart  2  they  use  the  logarithmic  scale  on  the  horizontal 
axis  in  order  to  compress  into  one  chart  the  enormous  range  of  incomes 
from  $1,200  to  $8,100,000. 

All   the   preceding  rates   have  been    computed   on   the  basis    of   the 
standard  family.     They  do  not  in  themselves  inform  anyone  with  a  dif- 
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ferent  set  of  dependents  how  much  he  should  give  or  invest.  To  make 
such  comparisons  possible  it  is  necessary  to  reduce  these  figures  to  a 
common  basis,  to  indicate  what  the  rates  should  be  for  each  amount  of 
income  per  equivalent  adult  male.     This  has  been  done  in  Table  11. 


Table  11.- 

— Recommexded  Percentages  to  be  Donated  axd  Invested  for 

Incomes  per  Eqcivalent  Adult 

Male. 

Income  per 

Percentage 

Percentage 

Income  per 

Percentage 

Percentage 

Equivalent 

to    Be 

to    Be 

Equivalent 

to    Be 

to    Be 

Adult 

Given   to 

Used    for 

Adult 

Given   to 

Used    for 

Male 

Charity 

Investment 

Male 

Charity 

Investment 

$375 

.10 

$2,250 

4.1 

11.6 

405 

.3 

, 

2,550 

4.3 

13.9 

435 

.4 

2,350 

4.6 

14.5 

465 

.5 

.02 

3,150 

4.8 

16.0 

495 

.6 

.07 

3,450 

■4.9 

17.4 

525 

.7 

.12 

3,750 

5.0 

18.7 

555 

.7 

.16 

4,050 

5.1 

19.7 

585 

.8 

.20 

4,350 

5.1 

20.5 

615 

.9 

.3 

5,250 

6.4 

21.3 

645 

1.1 

.4 

6,750 

7.7 

21.9 

675 

1.3 

.6 

8,250 

8.5 

21.8 

705 

1.4 

.7 

10,500 

12.6 

22.4 

735 

1.5 

.9 

13,500 

19.0 

23.2 

765 

1.7 

1.1 

16,500 

23.8 

23.8 

795 

1.9 

1.4 

19,500 

25.5 

25.5 

825 

2.0 

1.7 

22,500 

26.4 

26.4 

855 

2.1 

2.0 

25,500 

26.9 

26.9 

885 

2.1 

2.3 

28,500 

27.2 

27.2 

915 

2.2 

2.6 

37,500 

27.0 

27.0 

945 

2.2 

2.9 

51,600 

26.2 

26.2 

975 

2.3 

3.2 

66,600 

25.3 

25.3 

1,005 

2.3 

3.5 

81,900 

24.5 

24.5 

1,035 

2.4 

3.7 

103,200 

23.7 

23.7 

1,065 

2.4 

4.0 

123,300 

23.0 

23.0 

1,095 

2.5 

4.3 

157,500 

22.2 

22.2 

1,125 

2.6 

4.6 

233,100 

21.2 

21.2 

1,155 

2.6 

4.9 

360,000 

20.4 

20.4 

1,185 

2.7 

5.2 

516,000 

19.9 

19.9 

1,350 

3.0 

6.7 

723,000 

19.6 

19.6 

1,650 

3.6 

8.9 

1,002,000 

19.4 

19.4 

1,950 

3.9 

10.6 

2,430,000 

19.0 

19.0 

This  table  should  of  course  be  used  in  conjunction  with  Table  9. 
The  inquirer  should  first  determine  by  consulting  Table  9  how  many 
equivalent  adult  males  are  dependent  upon  him  for  support.  He  should 
then  divide  his  total  net  income^  by  that  number  to  find  his  income 
per  equivalent  adult  male.  By  then  consulting  Table  11  he  can 
see  what  percentage  of  his  income  he  should  give  away  and  what  per- 
centage he  should  invest.  This  may  be  illustrated  by  a  few  examples. 
An  independent  single  man  receiving  a  net  income  of  $2,535  finds  that 
his  own  support  is  equivalent  to  1.3  adult  males  and  hence  his  income 


5  I.e.,  Income  after  losses  and  state  and  local  taxes  have  been  deducted. 
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is  $1,900  per  equivalent  adult  male  {i.e.,  2535  -^  1.3).  As  Table  11 
shows,  this  carries  with  it  a  recommended  percentage  for  donations  of 
3.9,  which  should  be  applied  to  his  entire  income  of  $2,535,  making  a 
total  of  $99.  On  the  other  hand  let  us  assume  that  a  family  of  father, 
mother,  and  four  children  aged  16,  12,  10,  and  5  respectively,  have  a 
total  family  income  of  $2,535.  The  number  of  equivalent  adult  males 
in  this  family  is  therefore  4.6  {i.e.,  1.0  +  .9  +  .9  +  .8  +  .6  +  .4), 
and  the  income  per  equivalent  adult  male  is  $551.  An  inspection  of 
Table  11  shows  that  incomes  of  $555  per  equivalent  adult  male  carry  a 
recommended  percentage  of  .7  per  cent.  This  percentage  can  be  used 
as  approximately  accurate,  and  would  mean,  when  applied  to  the  total 
net  family  income,  a  total  charitable  contribution  of  $17.75. 

Still  a  third  illustration  may  be  of  service.  A  family  of  five  composed 
of  father,  mother,  non-employed  sister  and  two  children  aged  7  and  2 
respective!}',  receives  $4,000  from  the  father's  salary,  $1,000  from  se- 
curities owned,  and  $500  for  caring  for  the  sister.  The  total  annual 
family  income  therefore  is  $5,500  and  the  number  of  equivalent  adult 
males  dependent  upon  this  amount  for  support  is  3.63  {i.e.,  1.0  +  .9  + 
.9  +  .6  +  .23).  The  income  per  equivalent  adult  male  is  therefore 
roughly  $1,520.  An  inspection  of  Table  11  reveals  that  this  falls 
slightly  over  one-half  the  distance  between  $1,350  and  $1,650,  carrying 
percentages  for  charity  of  3.0  per  cent  and  3.6  per  cent  respectively. 
It  is  approximately  accurate  therefore  to  take  3.3  per  cent  as  the  pro- 
portion to  be  contributed,  making  a  total  to  be  contributed  of  $181.50. 

In  a  similar  fashion  one  may  ascertain  the  percentages  which  fami- 
lies of  varying  sizes  should  invest. 

3.  The  Probable  Ajnount  That  Will  Be  Raised  hy  the  Scales  of  Giving 
and  Saving. 

Will  these  scales  for  giving  and  investing  raise  sufficient  funds.''  This 
can  be  tested  by  applying  them  to  the  probable  amount  of  income  re- 
ceived in  1921  by  each  income  group.  The  material  upon  which  these 
latter  estimates  are  based  is  the  able  study  of  our  national  income  for 
the  years  1909-1919  made  by  the  National  Bureau  of  Economic  Re- 
search. The  full  details  will  be  found  in  the  note  to  this  chapter,  but  it 
is  sufficient  to  state  that  we  estimate  the  total  national  income  for  1921 
at  the  March  price  level  to  be  approximately  56.7  billions,  of  which  ap- 
proximately 1.2  billions  consisted  of  corporate  surplus,  leaving  55.5 
billions  of  personal  income.  The  probable  distribution  of  this  amount 
among  the  various  income  classes  was  also  computed  by  following  the 
figures  of  the  National  Bureau  of  Economic  Research  still  further,  and 
the  approximate  average  income  for  eacli  group  was  computed.  By 
multiplying  the  probable  total  amount  of  income  in  each  group  by  the 
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recommended  percentages  for  charity  and  adding  the  products,  we  can 
secure  the  approximate  grand  total  which  such  a  scale  would  raise. 
This  is  shown  in  detail  in  Table  12.  This  table  is  divided  into  two 
sections.  Section  A  includes  individual  incomes  below  $2,800  annually, 
and  is  divided  into  the  three  groups  of  independent  single  men,  inde- 
pendent single  women,  and  families.  Section  B  covers  incomes  over 
$2,800  annually  where  it  has  been  found  impossible  so  to  subdivide  the 
group  and  where  accordingly  all  incomes  are  treated  as  family  incomes. 
The  basis  upon  which  this  classification  was  made  is  explained  in  the 
note  to  this  chapter.  In  tables  12  and  13  the  percentages  for  charity 
are  (for  purely  technical  convenience)  carried  out  to  the  hundredth  of 
a  per  cent  instead  of  to  a  tenth  as  in  Tables  10  and  11. 

It  will  be  seen  from  Table  12  that  our  scale  will  probable  raise 
approximately  1731  millions  for  philanthropic  purposes.  This  is  about 
12  millions,  a  fraction  of  a  per  cent,  in  excess  of  our  estimated  mini- 
mum needs  of  1719  millions.  In  view  of  the  inevitable  lack  of  precision 
of  much  of  our  data  we  may  therefore  regard  this  as  an  adequate  cor- 
respondence. 

In  a  somewhat  similar  fashion  we  can  determine  whether  the  sug- 
gested scale  of  investments,  in  conjunction  with  other  sources  of  saving, 
will  raise  sufficient  capital.  The  most  important  of  these  other  sources 
of  saving  are : 

1.  Corporate  surplus.  As  has  been  mentioned,  we  estimate  the  prob- 
able net  corporate  surplus  for  1921  at  1.2  billions,  practically  all  of 
which  could  be  used  for  purposes  of  reinvestment. 

2.  Savings  through  insurance.  The  sums  to  be  devoted  to  insurance 
have  been  included  in  the  amounts  reserved  for  personal  expenditure  and 
not  included  in  the  amounts  of  direct  investment.  By  using  the  pro- 
portions which  the  various  standard  budgets  prescribe  for  this  purpose 
for  the  lower  sized  incomes,  we  can  ascertain  the  probable  amounts  that 
should  thus  be  saved.®    These  we  place  at  approximately  1.8^  billions. 

3.  Ostensible  payments  for  rent  which  in  reality  constitute  part  pay- 
ment for  the  capital  value  of  dwellings.  This  may  amount  to  several 
hundred  millions  of  dollars  annually. 

It  will  be  seen  that  the  total  sum  raised  from  the  three  foregoing 
sources  will  be  approximately  3.0  billions  plus  the  somewhat  indeter- 
minate amount  contained  in  ostensible  rentals.     The  additional  amount 

8  It  should  be  understood  that  we  are  following  the  statements  of  the  various 
budgets  as  to  what  people  "should"  save  for  insurance,  and  not  what  they  do  save. 
In  practice  men  are  likely  to  spend  for  other  purposes  much  of  what  they  ought  to 
devote  to  insurance. 

T  The  process  of  determining  this  total  will  be  found  in  the  notes  to  this  chapter. 
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Table  12— Continued— Sectiox  B:     Ixcomes  Over  $2800.00 


1 

Estimat«l 

Estimated 

1 

Total  Income 

Per  Cent 

Total  Amount 

Income 

Average     ! 

in  Millions 

Taken    for 

That    Would 

Group 

Income 

Rec'd  by 
Group 

Charity 

Be  Given  to 
Charity 

$2,800-2,900 

$2,850 

^88.40 

2.08 

$10.16 

2,900-3,000 

2,950 

438.45 

2.11 

9.25 

3,000-3,100 

3,050 

•416.25 

2.18 

9.07 

3,100-3,200 

3,150 

388.50 

2.2-4 

8.70 

3,200-3,300 

3,250 

360.75 

2.28 

8.23 

3,300-3,400 

3,350 

333.00 

2.30 

7.66 

3,400-3,500 

3,450 

310.80 

2.37 

7.37 

3,500-3,600 

3,550 

294.15 

2.44 

7.18 

3,600-3,700 

3,650 

277.50 

2.51 

6.97 

3,700-3,800 

3,750 

260.85 

2.57 

6.70 

3,800-3,900 

3,850 

244.20 

2.62 

6.40 

3,900-4,000 

3,950 

233.10 

2.65 

6.18 

4,000-5,000 

4,500 

1831.50 

3.02 

55.31 

5,000-6,000 

5,500 

1226.55 

3.63 

44.52 

6,000-7,000 

6,500 

888.00 

3.92 

34.81 

7,000-8,000 

7,500 

677.10 

4.07 

26.56 

8,000-9,000 

8,500 

538.35 

4.31 

.     23.20 

9,000-10,000 

9,500 

438.45 

4.58 

20.08 

10,000-11,000 

10,500 

366.30 

4.78 

17.51 

11,000-12,000 

11,500 

310.80 

4.92 

15.29 

12,000-13,000 

12,500 

266.40 

4.97 

13.24 

13,000-14,000 

13,500 

233.10 

5.06 

11.79 

14,000-15,000 

14,500 

205.35 

5.13 

10.53 

15,000-20,000 

17,500 

771.45 

6.37 

49.14 

20,000-25,000 

22,500 

532.80 

7.68 

40.92 

25,000-30,000 

27,500 

399.60 

8.50 

33.97 

30,000-40,000 

35,000 

566.10 

12.60 

71.33 

40,000-50,000 

45,000 

377.40 

18.98 

71.63 

50,000-60,000 

55,000 

271.95 

23.8'4 

64.83 

60,000-70,000 

65,000 

210.90 

25.47 

53.72 

70,000-80,000 

75,000 

166.50 

26.42 

43.99 

80,000-90,000 

85,000 

138.75 

26.93 

37.37 

90,000-100,000 

95,000 

116.55 

27.15 

31.64 

100,000-150,000 

125,000 

405.15 

26.97 

109.27 

150,000-200,000 

172,000 

238.65 

26.17 

62.45 

200,000-250,000 

222,000 

166.50 

25.32 

42.16 

250,000-300,000 

273,000 

122.10 

24.53 

29.95 

300,000-400,000 

344,000 

166.50 

23.72 

39.49 

400,000-500,000 

411,000 

99.90 

23.03 

23.01 

500,000-750,000 

525,000 

133.20 

22.23 

29.61 

750,000-1,000,000 

777,000 

77.70 

21.18 

16.46 

1,000,000-1,500,000 

1,200,000 

88.80 

20.41 

18.12 

1,500,000-2,000,000 

1,720,000 

49.95 

19.90 

9.94 

2,000,000-3,000,000 

2,410,000 

55.50 

19.56 

10.86 

3,000,000-4,000,000 

3,340.000 

27.75 

19.35 

5.37 

4,000,000  and  over 

8,100,000 

77.70 

18.97 

14.74 

Grand   Total 

$55,500.00 

$1781.18 

that  will  probably  be  raised  by  our  recommended  scale  of  direct  in- 
vestment is  shown  in  Table  13.  This  table  necessarily  uses  the  same 
data  as  Table  12  for  the  total  income  in  each  group,  the  average  in- 
come and  the  classification  of  income  recipients  as  between  independent 
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Table  13 — Continued — Sectiok  B:     Ikcomes  over  $2800.00 


1 

Estimated 

;    Estimated 

1 

Total  Amt. 

Total  Income 

5     Per  Cent 

in  Millions 

Income 

Average 

in  Millions 

Taken  for 

'That  Would 

Group 

Income 

Received 
by  Group 

Investments 

Be  Used 

for 

Investments 

$2,800-2,900 

$2,850 

488.40 

1.99 

j            9.72 

2,900-3,000 

2,950 

438.45 

'          2.29 

1          10.04 

3,000-3,100 

3,050 

416.25 

:          2.56 

10.66 

3,100-3,200 

3,150 

388.50 

2.86 

11.11 

3,200-3,300 

3,250 

360.75 

3.16 

11.40 

3,300-3,400 

3,350 

333.00 

;         3.46 

11.52 

3,400-3,500 

3,450 

310.80 

3.70 

11.50 

3,500-3,600 

3,550 

294.15 

3.97 

11.68 

3,600-3,700 

3,650 

277.50 

4.28 

11.88 

3,700-3,800 

3,750 

260.85 

I          4.57 

11.92 

3,800-3,900 

3,850 

244J0 

•4.86 

11.87 

3,900-4,000 

3,950 

233.10 

5.15 

12.00 

4,000-5,000 

'4,500 

1831.50 

6.74 

123.44 

5,000-6,000 

5,500 

1226.55 

8.90 

109.16 

6,000-7,000 

6,500 

888.00 

10.58 

93.95 

7,000-8,000 

7,500 

677.10 

11.56 

78.27 

8,000-9,000 

8,500 

538.35 

12.92 

69.55 

9,000-10,000 

9,500 

438.45 

14.49 

63.53 

10,000-11,000 

10,500 

366.30 

16.02 

58.68 

11,000-12,000 

11,500 

310.80 

17.44 

54.20 

12,000-13,000 

12,500 

266.40 

18.70 

49.82 

13,000-14,000 

13,500 

233.10 

19.66 

45.83 

14,000-15,000 

14,500 

205.35 

20.50 

42.10 

15,000-20,000 

17,500 

771.45 

21.32 

164.47 

20,000-25,000 

22,500 

532.80 

21.89 

116.63 

25,000-30,000 

27,500     ; 

399.60 

21.84 

87.27 

30,000-40,000 

35,000     ' 

566.10 

22.40 

126.81 

40,000-50,000 

•45,000 

377.40 

23.20 

87.56 

50,000-60,000 

55,000 

271.95 

23.84 

64.83 

60,000-70,000 

65,000 

210.90 

25.47 

53.72 

70,000-80,000 

75,000 

166.50 

26.42 

43.99 

80,000-90,000 

85,000 

138.75 

26.93 

37.37 

90,000-100,000 

95,000 

116.55 

27.15 

31.64 

100,000-150,000 

125,000 

405.15 

26.97 

109.27 

150,000-200,000 

172,000 

238.65 

26.17 

62.45 

200,000-250,000 

222,000 

166.50 

25.32 

42.16 

250,000-300,000 

273,000 

122.10 

2-4.53 

29.95 

300,000-400,000 

344,000 

166.50 

23.72 

39.49 

400,000-500,000 

411,000 

99.90 

23.03 

23.01 

500,000-750,000 

525,000 

133.20 

22.23 

29.61 

750,000-1,000,000 

777,000 

77.70 

21.18 

16.46 

1,000,000-1,500,000 

1,200,000 

88.80 

20.41 

18.12 

1,500,000-2,000,000 

1,720,000 

49.95 

19.90 

9.94 

2,000,000-3,000,000 

2,410,000 

55.50 

19.56 

10.86 

3,000,000-4,000,000 

3,340,000 

27.75 

19.35 

5.37 

4,000,000  and  over 

8,100,000 

77.70 

18.97 

14.74 

Grand   Total 

$55,500.00 

$26'47.79 

single  men,  independent  single  women,  and  heads  of  families.  It  differs 
from  Table  12  only  in  that  it  applies  to  these  figures  the  recommended 
percentages  for  investments  instead  of  the  percentages  for  philan- 
thropy. 
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This  table  shows  an  estimated  probable  total  of  2,648  millions  or  ap- 
proximately 2.65  billions.  That  sum  added  to  the  amounts  which 
should  be  raised  from  other  sources  would  make  a  total  of  approxi- 
mately 5.65  billions  plus  the  unknown  but  considerable  amounts  con- 
cealed in  rentals.  It  is  probable  therefore  that  our  scale  of  investing 
could  either  raise  the  6.2  billions  we  have  set  as  the  amount  of  fresh 
capital  needed  to  be  raised  through  the  price  system,  or  would  fall  short 
of  so  doing  by  only  a  slight  margin. 

Another  question  of  general  interest  may  be  answered  by  a  closer 
study  of  Tables  12  and  13,  namely.  What  share  of  the  national  burden 
of  charities  and  investments  are  the  various  income  classes,  viewed  in 
large  groups,  made  to  bear  here,  as  compared  to  the  share  of  the  na- 
tional income  which  they  receive?  In  tabular  form  the  material  would 
look  as  follows: 


Income     Class     in 
Terms  of  Equiva- 
lent   Family 
Incomes 

Percentage  of   Na- 
tional   Income 
Received 

Percentage  of  Na- 
tional Charities 
Budget  to  Be 
Contributed 

Percentage  of  Na- 
tional   Direct 
Savings  to  Be 
Invested 

Under  $1200 
1500 

8 

20 

0 

'.'.'.'.'.'.       0 

$1200-2000 
1500-2000 

28 

16 

4.5 

. '. . . . .         .3 

2000-2800 

20 

10. 

5. 

2800-5000 

23 

15.5 

20. 

5000-15,000 

12 

17. 

29. 

15,000-60,000 

5 

19. 

24. 

Over   60,000 

5 

3i. 

22. 

Thus  the  upper  5  per  cent  of  the  nation's  income  is  expected  to  furnish 
more  in  gifts  than  the  lower  78  per  cent. 

4.  Some  Larger  Aspects  of  the  Problem. 

An  oft-heard  complaint  of  the  man  with  small  income  may  now  be 
answered.  "Why,"  he  is  wont  to  ask,  "do  the  promoters  of  good  causes 
always  come  to  me?  They  can  see  that  I  am  poor.  Let  them  go  to 
the  wealthy  instead.     There  are  enough  rich  people  in  this  country  to 

8  Assuming  that  the  families  are  standard  sized  families  and  transposing  the  in- 
come of  single  men  and  women  to  the  basis  of  a  standard  familv.     (i.e.,  an  annual 

3.33 
income  of  a  single  man  of  $T50  being  multiplied  by  to  equate  it  in  terms  of 

family  income.) 
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supply  every  worthy  cause  ten  times  over  if  they  only  wanted  to.  They 
can  afford  it  and  I  can't.  Besides,  my  contributions  are  so  small  that 
they  would  never  be  missed." 

Now  our  scale  shows  just  the  opposite  of  this.  The  very  wealthy  on 
it  are  already  dunned  very  heavily,  far  more  so  in  view  of  all  existing 
customs  of  living  than  the  poor.  But  even  if  they  exceeded  their  rate, 
even  if  they  reduced  their  personal  expenditure  to  $20,000  a  year  flat, 
regardless  of  whether  their  income  were  $50,000  or  $8,000,000,000, — 
that  would  only  add  20  millions  to  our  national  charities.  How  then 
can  the  small  gifts  of  the  lower  income  classes  be  dispensed  with.''  If 
we  were  to  omit  all  contributions  from  families  with  equivalent  incomes 
of  less  than  $2,800  a  year,  our  budget  would  lose  approximately 
$180,000,000. 

Moreover  if  we  did  thus  exempt  all  under  $2,800,  what  percentage  of 
our  membership  of  charitable  contributors  would  we  lose.-^  Nearly 
ninety.  Would  this  be  democratic?  AYould  it  make  for  broadly  rooted 
social  control.'' 

At  the  opposite  end  of  the  scale  the  rich  man  may  continue  to  object 
that  everything  is  expected  of  his  small  group.  "WTiy  should  5  per 
cent  of  the  nation's  income  be  asked  to  furnish  over  a  third  of  its 
benevolences?  The  federal  tax  already  takes  a  large  share  of  what  we 
have.  You  do  not  ask  the  man  of  $10,000  a  year  to  live  like  the  man 
of  $1,000.  Why  then,  if  I  have  $500,000,  do  you  ask  me  to  live  prac- 
tically like  the  man  who  has  $50,000?  It  is  absurd.  You  speak  of  the 
psychological  effect  of  giving  and  saving  this  and  that  upon  the  poor 
man.  How  about  me?  Do  I  not  have  established  habits  of  life  and 
ambition?  Is  life  on  a  dead  level  suddenly  going  to  become  natural 
for  me  simply  because  you  wish  it  to?" 

The  answer  is  that  our  scale  is  indeed  somewhat  of  a  counsel  of  per- 
fection if  one  is  going  to  take  all  our  present  standards  as  "normal." 
But  the  fact  plain  to  our  view  is  that  the  luxury  side  of  our  standards  is 
not  and  need  not  be  normal.  And  since  it  runs  so  obviously  from  the 
top  of  the  social  scale  down,  where  is  it  to  begin  to  be  checked  if  not 
at  the  top?  It  is  not  merely  that  the  few  large  gifts  of  the  rich  are 
intrinsically  as  necessary  as  the  many  small  ones  of  the  poor,  but  that 
they  alone  can  indirectly  stimulate  the  great  sluggish  mass  of  givers 
between  the  two  extremes.  The  social  climbers  of  all  ranks,  especially 
of  the  great  middle  group  of  incomes,  will  be  more  quickly  affected  to 
sane  living  and  reasonable  generosity  by  the  concrete  example  of  their 
financial  superiors  than  by  any  amount  of  preaching. 

As  for  the  man  of  middle  rank,  his  complaint  by  this  time  ought  to 
be  faint  indeed.  Not  only  is  his  standard  of  living  influenced  less  than 
either  of  his  neighbors',  the  poor  and  the  rich,  but  his  natural  wish  for 
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investment  is  given  all  reasonable  rein.  It  is  from  him  accordingly  that 
any  fresh  increases  of  the  total  scale  should  first  of  all  be  drawn.  These 
would  normally  occur  under  three  conditions: 

1.  In  times  of  great  'national  stress.  The  war  just  passed,  according 
to  reliable  estimates,  saw  an  American  charities  expenditure  for  the 
single  year  1918  of  four  billion  dollars.  The  total  we  are  asking  for  is 
less  than  half  of  that,  seventeen  hundred  million.  It  would  be  unfair  in 
the  lowest  groups,  and  manifestly  impossible  in  the  upper  ones,  to 
double  the  rates  we  are  proposing. 

2.  In  small  towns  and  rural  regions  where  the  standard  of  living  is 
lower  and  the  men  of  wealth  not  so  numerous.  One  great  difficulty  with 
our  scale  is  that  it  is  national  in  scope — drawn,  that  is,  to  meet  a 
national,  not  a  local  need,  while  the  standards  of  living  on  which  it  is 
based  are  avowedly  urban — not  to  say  metropolitan.  As  was  pointed 
out  in  Chapter  IV,  these  standards  are  to  be  taken  as  maximums,  and 
the  resultant  donations  should  be  treated  as  minimums.  Consequently 
in  rural  regions  the  gifts  per  equivalent  income  right  down  to  the  bottom 
of  the  scale  should  in  all  fairness  be  larger.  Not  only  so,  but  for  local 
charities  the  actual  burden  assumed  must  be  heavier.  There  will  be 
fewer  men  of  wealth  to  share  it  (since  these  are  congregated  in  the  large 
cities) ,  and  once  more  it  is  the  middle  class  who  ought  predominantly  to 
make  up  the  deficit. 

3.  To  make  up  for  those  who  fail  to  give.  Our  scale  is  drawn  on  the 
impossible  supposition  that  every  man  does  his  duty.  It  is  drawn  that 
way  purposely,  so  that  any  individual  may  see  what  is  his  theoretically 
fair  share.  But  it  surely  requires  no  argument  to  show  that  to  be  prac- 
tically successful  it  cannot  be  used  as  a  maximum.  The  man  who  gives 
and  wishes  to  give  adequately  must  make  up  for  the  many  who  would 
think  any  such  apportionment  absurd.  In  all  propriety  it  would  once 
more  be  the  man  of  medium  wealth  whose  present  habits  of  expenditure 
have  least  been  called  into  question,  who  should  bear  the  brunt  of  the 
change. 

Finally,  our  scale  is  designed  to  bear  more  heavily  than  spontaneous 
giving  would  provide,  upon  the  single  man  without  dependents. 

So  far  as  we  can  tell,  our  total  charities  budget  is  not  more  than  30 
to  40  per  cent  in  excess  of  what  the  country  is  giving  already.  It  calls 
for  seventeen  odd  hundred  millions,  while  we  estimate  the  country  today 
to  be  giving  about  twelve  to  thirteen  hundred  millions.  Of  this  excess, 
we  are  allowing  by  far  the  greater  part  to  fall  upon  two  classes  of 
people:  (1)  the  very  wealthy  (this  point  has  been  dealt  with  already)  ; 
(2)  single  men  of  all  ranks.  Our  scale  calls  for  an  exemption  of  in- 
comes on  a  per  capita  (per  equivalent  adult  male)  basis.  This  is  not 
the  way  most  men  contribute  nowadays.    The  single  man  of  a  given  in- 
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come  commonly  gives  less,  not  more,  than  the  burdened  father  of  a 
family.  We  ask  him  to  contribute  nearly  three  times  as  much.  It  is 
not  the  number  of  individuals  who  may  be  approached  for  charitable 
objects  that  form  the  basis  of  our  calculation,  but  the  number  of  mouths 
to  be  fed. 

In  conclusion,  it  may  well  be  asked.  What  features  of  our  suggestion 
do  w'e  consider  important  and  what  ones  secondary?  In  general,  we 
hold  to  our  method  but  do  not  insist  on  the  details  of  its  application. 
Before  the  question.  What  Can  a  Man  Afford?  can  be  answered  satis- 
factorily, we  think  it  is  necessary : 

1.  To  take  into  account  our  total  national  income  and  its  distribu- 
tion on  the  one  hand,  and  the  actual  charitable  needs  of  the  country  on 
the  other. 

2.  In  so  doing,  to  make  allowance  for  necessary  investments. 

3.  To  distribute  the  burden  so  as 

(a)  to  exempt  those  living  below  the  minimum  of  subsistence; 

(b)  to  assess  those  above  it  at  an  increasing  rate; 

(c)  to  let  the  rate  fall  especially  heavily  upon  the  very  wealthy® 

4.  To  assess  any  given  family  in  accordance  with  its  membership,  on 
a  basis  of  "equivalent  adult  males," 

Generalizing  our  recommendations  and  reducing  them  to  a  single 
sentence,  what  we  propose  is  a  progressive  scale,  based  on  existing 
knowledge  of  the  total  need  to  he  met  and  of  the  total  amount  and  distri- 
bution of  the  income  that  is  to  meet  it;  that  scale  to  be  applied  to  in- 
dividual families  on  the  basis  of  the  membership  of  the  family  group. 

9  It  should  be  remembered  that  due  to  the  slowness  of  Congress  In  revising  the 
revenue  laws  we  were  forced  to  use  the  income  tax  rates  of  1920.  The  1921  revenue 
act  decreased  these  rates,  particularly  on  the  upper  incomes.  This  will  increase 
the  amounts  available  for  both  charities  and  investment. 
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NOTE  TO  CHAPTER  V 

In  order  not  to  weary  the  ordinary  reader,  the  preceding  chapter  gave 
only  the  most  general  facts  concerning  our  data  and  methods.  In  detail  our 
procedure  was  as  follows: 

1.  The  Assignment  of  the  Maximum  Proportions  Which  Should  Be  Spent 
for  All  Other  Purposes  (Federal  Income  Taxes,  Charities  and  Invest- 
ments) Combined. 
Our  first  step  was  to  separate  the  "all  other"  allowance  from  the  "per- 
sonal," and  our  method  was  of  course  to  set  a  rate  not  for  total  incomes  but 
for  successive  increments  of  income  after  the  fashion  of  the  income  surtax. 

Table  1-t. — Puoportions  Wiiicii  Should  Be  Taken  from  Successive  Ixcrements  of 
Income  foe  All  Purposes  other  than  Personal  Expenditure. 


Percentage    Taken    for 

Percentage     Left     for 

Increments  of  Income 

All 

Purposes  (Taxes, 

Personal  Expenditure 

per  Standard 

Ch 

arities    and    In- 

(including Insur- 

Family 

vestments) 

ance) 

—0-        $1200. 

0.0 

100 

$1200-          2000. 

2.5 

97.5 

2000-          2500. 

8.5 

91.5 

2500-          3000. 

17.5 

82.5 

3000-          3500. 

20.0 

80.0 

3500-          4000. 

24.0 

76.0 

4000-          5000. 

28.0 

72.0 

5000-          6000. 

30.0 

70.0 

6000-          8000. 

32.5 

67.5 

8000-        10,000. 

•45.0 

55.0 

10,000-        30,000 

50.0 

50.0 

30,000-        40,000 

75.0 

25.0 

40,000-      100,000 

96.0 

4.0 

100,000-  1,000,000 

99.0 

1.0 

Over  $1,000,000 

99.5 

0.5 

The  working  of  this  scale  may  be  illustrated  by  taking  a  standard  sized 
family  with  an  annual  income  of  $20,000,  and  tracing  through  the  amounts 
taken  for  "all  other  purposes"  from  the  various  component  jDarts  of  the  in- 
come. 


Amount 

Rate  for 

Amount 

Increment 

Amount 

Rate  for 

for  All 

Personal 

Left  for 

of 

of 

All  Other 

Other 

Expenditure 

Personal 

Income 

Increment 

Purposes 

Purposes 

(including 

Expenditure 

in  $ 

Insurance) 

in  $ 

$0-$1200 

$1200 

0% 

0 

100.0 

1200. 

1200-  2000 

800 

2.5 

20. 

97.5 

780. 

2000-  2500 

500 

8.5 

42.50 

91.5 

457.50 

25C0-  3000 

500 

17.5 

87.50 

82.5 

412.50 

3000-  3500 

500 

20.0 

100. 

80.0 

400. 

3500-  4000 

500 

24.0 

120. 

76.0 

380. 

4000-  5000 

1000 

28.0 

280. 

72.0 

720. 

5000-  6000 

1000 

30.0 

300. 

70.0 

700. 

6000-  8000 

2000 

32.5 

650. 

67.5 

1350. 

8000-10000 

2000 

45.0 

900. 

55.0 

1100. 

10000-20000 

10,000 

50.0 

5000. 

50.0 

5000. 

Grand  Total 

$20,000 

37.5 

$7,500. 

62.5 

$12,500. 
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Table  15. — Absolute  and  Relative  Amounts  That  Incomes  of  Varying  Sizes 

Would  Retain  for   Personal   Use  and  Would  Devote  to  All  Other 

Purposes  (i.e.,  Federal  Income  Taxes,  Charity  and 

Investments)   Combined. 


Per 

cent                     1 

Amount 

to  Be  Devoted  to            | 

to   Be  Devoted  to 

All  other 

All  others 

Income 

purposes 

purposes 

Personal 

(Federal    taxes, 

Personal 

(Federal    taxes. 

expenditure 

charity  and 
investments) 

expenditure 

charity  and 
investments) 

$1,250 

99.9 

.1 

$1,249 

$1 

1,350 

99.7 

.3 

1,3'46 

4 

1,450 

99.6 

.4 

1,444 

6 

1,550 

99.4 

.6 

1,541 

9 

1,650 

99.3 

.7 

1,639 

11 

1,750 

99.9 

.8 

1,736 

14 

1,850 

99.1 

.9 

1,834 

16 

1,950 

99.0 

1.0 

1,931 

19 

2,050 

98.8 

1.2 

2,026 

24 

2,150 

98.5 

1.5 

2,117 

33 

2,250 

98.2 

1.8 

2,209 

'41 

2,350 

97.9 

2.1 

2,300 

50 

2,450 

97.6 

2.4 

2,390 

60 

2,550 

97.2 

2.8 

2,480 

70 

2,650 

96.7 

3.3 

2,560 

90 

2,750 

96.1 

3.9 

2,640 

110 

2,850 

95.7 

4.3 

2,730 

120 

2,950 

95.2 

4.8 

2,810 

140 

3,050 

94.8 

5.2 

2,890 

160 

3,150 

94.3 

5.7 

2,970 

180 

3,250 

93.9 

6.1 

3,050 

200 

3,350 

93.4 

6.6 

3,130 

220 

3,450 

93.0 

7.0 

1            3,210 

240 

3,550 

92.6 

7.4 

3,290 

260 

3,650 

92.2 

7.8 

3,360 

290 

3,750 

91.7 

8.3 

3,440 

310 

3,850 

91.3 

8.7 

3,520 

330 

3,950 

90.9 

9.1 

3,590 

360 

■4,500 

88.7 

11.3 

3,990 

510 

5,500 

85.5 

14.5 

4,700 

800 

6,500 

82.9 

17.1 

5,390 

1,110 

7,500 

80.8 

19.2 

6,060 

1,440 

8,500 

78.5 

21.5 

6,680 

1,820 

9,500 

76.1 

23.9 

7,230 

2,280 

10,500 

73.8 

26.2 

7,750 

2,750 

11,500 

71.7 

28.3 

8,250 

3,250 

12,500 

70.0 

30.0 

8.750 

3,750 

13,500 

68.5 

31.5 

9,250 

4,250 

14,500 

67.2 

32.8 

9,750 

4,750 

17,500 

64.3 

35.7 

11,250 

6,250 

22,500 

61.1 

38.9 

13,750 

8,750 

27,500 

59.1 

40.9 

16,250 

11,250 

35,000 

53.6 

•46.4 

18,750 

16,250 

45,000 

44.9 

55.1 

20,200 

24,800 

55,000 

37.5 

62.5 

20,600 

34,400 

65,000 

32.3 

67.7 

21,000 

44,000 

75,000 

28.5 

71.5 

21,400 

53,600 

85,000 

25.6 

74.4 

21,800 

63,200 

95,000 

23.4 

76.6 

22,200 

72,800 

125,000 

18.1 

81.9 

22,650 

102,350 

172,000 

13.4 

86.6 

23,120 

148,880 
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Table  15 — Continued 


Per 

cent 

Amount 

to  Be  Devoted  to 

to  Be  Devoted  to 

All  other 

All  other 

Income 

purposes 

purposes 

Personal 

(Federal    taxes, 

Personal 

(Federal    taxes. 

expenditure 

charity  and 
investments) 

expenditure 

charity  and 
investments) 

$222,000 

10.6 

89.4 

$23,620 

$198,380 

873,000 

8.8 

91.2 

2-4,130 

248,870 

344,000 

7.2 

92.8 

24,840 

319,160 

411,000 

6.2 

93.8 

25,510 

385,490 

525,000 

5.1 

94.9 

26,650 

498,350 

777,000 

3.8 

96.2 

29,170 

747,830 

1,200,000 

2.7 

97.3 

32,400 

1,167,600 

1,720,000 

2.0 

98.0 

35,000 

1,685,000 

2,410,000 

1.6 

98.4 

38,450 

2,371,550 

3,340,000 

1.3 

98.7 

43,100 

3,296,900 

8,100,000 

.8 

99.2 

66,900 

8,033,100 

This  family  it  will  be  seen  would  be  expected  to  devote  $7,500  of  their 
income  for  "other  purposes"  and  might  retain  $12,500  for  personal  expendi- 
ture. Table  15  shows  the  same  thing — that  is,  the  percentage  and  amounts 
in  round  numbers  for  "all  other"  purposes,  and  the  percentage  and  amounts 
to  be  retained  for  personal  expenditure — for  families  of  varying  incomes. 
Chart  2  in  Chapter  V  gives  the  same  material  in  graphic  form. 
2.  Allocation  of  the  Amomit  to  Be  Expended  for  All  Other  Purposes  he- 
trceen   Federal   Income    Taxes,   Philanthropy    and  Investments. 

Once  we  had  assigned  the  relative  amount  for  each  of  the  various  incomes 
which  should  be  devoted  to  all  other  purposes,  we  proceeded  to  distribute 
this  among  the  three  factors  which  comprise  it:  namely  (a)  federal  income 
taxes,  (b)  philanthrope,  and  (c)  investments.  Our  first  step  was  to  deduct 
the  amount  of  tlie  federal  income  tax,  according  to  tlic  1920  income  tax 
rates  from  the  "all  other"  total  at  each  income  level.  The  1920  tax  rates 
were  used  because  the  1921  Revenue  Act  had  not  been  passed  by  Congress 
when  this  essay  was  written.  Since  we  are  dealing  with  the  standard  sized 
family,  $2,600  was  taken  as  the  amount  of  family  exemption  allowed  ($2,000 
plus  $600  for  the  three  children). 

The  amount  of  the  tax  so  deducted  left  a  composite  residue  for  charities 
and  investment.  Tliis  we  proceeded  to  apportion  in  accordance  with  the 
general  principles  described  in  Chapter  V.  It  should  be  clearly  understood 
that  the  percentages  on  our  scale  refer  only  to  the  composite  residual  amount 
left  for  charities  and  investments,  not  to  the  total  income. 

The  general  fluctuations  in  the  proportions  designed  respectively  for 
charity  and  for  investments  liave  been  described  in  Chapter  V  and  it  is  not 
necessary  to  duplicate  them  here,  since  an  inspection  of  Table  1 5  itself 
will  indicate  them  quite  clearly.  It  is  well,  however,  to  point  out  a  further 
refinement  that  was  introduced  because  of  the  method  of  the  federal  income 
tax.  The  latter  exempts  all  amounts  contributed  for  philanthropic  purposes 
up  to  15  per  cent  of  the  total  net  income.  The  amounts  of  the  exemptions 
upon  the  allotted  charitable  gifts  were  accordingly  deducted  from  the  tax 
totals  and   distributed  between  charities   and   investment  according  to  the 
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same  ratio  as  was  used  in  arriving  at  the  original  amounts.  The  additional 
sums  thus  distributed  to  charity  necessitated  in  most  instances  a  still  further 
deduction  from  the  tax  total,  and  its  consequent  further  reallocation.  By 
these  means  we  computed  the  minimum  amounts  and  percentages  which  we 
believed   standard    families    of    different   incomes    should   give   and   invest. 

Table   16. — Phopohtiojstate  Division  of  Composite  Residual  Sums  for  Charity 
AKD  Investment  between  These  Two  Purposes. 


Percentage 

Percentage 

1 

Percentage 

Percentage 

Income 

for 

for 

Income 

for 

for 

Charity 

Investment 

Charity 

Investment 

i 

$7,500  ' 

26 

$74 

$1,250 

100    1 

8,500 

25 

75 

1,350 

100 

9,500 

24 

76 

1,450 

100 

10,500 

23 

77 

1,550 

95 

5 

11,500 

22 

78 

1,650 

90 

10 

12,500 

21 

79 

1,750 

85 

15 

13,500 

20.5 

79.5 

1,850 

82 

18 

14,500 

20 

80 

1,950 

79 

21 

17,500 

23 

77 

2,050 

76 

24 

22,500 

26 

74 

2,150  1 

73 

27 

27,500 

28 

73 

2,250  1 

69 

31 

35,000 

36 

6'4 

2,350  1 

66      : 

34 

45,000 

45 

55 

2,450 

63 

37 

55,000 

50 

50 

2,550 

60 

40 

65,000 

50 

50 

2,650 

57 

43 

75,000 

50 

50 

2,750 

54 

46 

85,000 

50 

50 

2,850 

51 

49 

95,000 

50 

50 

2,950 

48 

52 

125,000 

50 

50 

3,050 

46 

54 

172,000 

50 

50 

3,150  1 

44 

56 

222,000  , 

50 

50 

3,250 

42 

58 

373,000  1 

50 

50 

3,350 

40 

60 

344,000 

50 

50 

3,450 

39 

61 

411,000  : 

50 

50 

3,550 

38   ; 

62 

525,000  i 

50 

50 

3,650 

37 

63 

777,000 

50 

50 

3,750 

36 

64 

1,200,000 

50 

50 

3,850 

35    1 

65 

1,720,000 

50 

50 

3,950 

34,          1 

66 

2,410,000 

50 

50 

4,500 

31 

69 

3,340,000 

50 

50 

5,500 

29 

71 

8,100,000 

50 

50 

6,500 

27 

73 

These  percentages  were  given  in  Table  10  in  Chapter  V  and  need  not  be 
repeated  here. 

3.    Determination  of  the  Probable  National  Income  for  1921. 

We  turn  now  to  the  other  branch  of  our  task.  Will  the  recommended  per- 
centages raise  sufficient  funds?  To  do  this  it  becomes  necessary  to  show: 
(1)  the  probable  total  national  income  in  1921,  (2)  its  probable  distribution 
among  the  various  income  classes.  Once  having  determined  as  best  we  can 
the  probable  facts  in  each  of  these  fields,  we  can  secure  the  probable  amount 
that  will  be  raised  for  charities  and  investments  by  the  use  of  our  recom- 
mended scale,  by  applying  our  respective  percentages  to  the  estimated 
amounts  of  income  in  each  income  class. 

This  section  will  deal  with  the  probable  total  income  in  1921  and  the  next 
section  will  consider  its  probable  distribution.     Fortunately  our  task  is  ma- 
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terially  lightened  by  the  very  painstaking  investigation  of  our  national  in- 
come for  the  years  1909-1919  which  has  been  made  by  the  National  Bureau 
of  Economic  Research  under  the  direction  of  Dr.  Wesley  C,  Mitchell.  This 
study  as  has  been  stated'^  gives  estimates  of  the  total  amount  of  the  national 
income  by  years,  computed  in  terms  of  the  1913  price  level.  It  will  further 
be  remembered  that  the  national  income  decreased  from  39.6  billions  in  1917 
to  37.3  billions  in  1919  or  a  drop  of  2.3  billions. 

These  figures  furnish  a  basis  for  estimating  the  probable  national  income 
for  1921.  It  seems  probable  that  on  the  whole  our  national  income  decreased 
as  much  in  the  two  years  from  1919  to  1921  as  it  did  in  the  two  years  1917 
to  1919.  This  was  due  both  to  the  severe  business  depression  and  to  the 
general  lowering  of  industrial  morale.  The  most  accurate  estimate  that 
could  be  made  for  the  national  income  of  1921  in  terms  of  the  prices  of  1913 
therefore  would  probably  be  35.0  billions.  This,  however,  must  be  trans- 
lated into  1921  prices  to  give  an  accurate  picture  of  the  present  national 
money  income.  Probably  the  best  single  index  that  can  be  used  is  the  whole- 
sale price  index  of  the  United  States  Bureau  of  Labor  Statistics.  In  com- 
puting the  amount  of  capital  needed,  we  have  used  the  prices  prevailing  in 
the  month  of  March,  1921;  and  it  is  only  proper  therfore  that  we  should 
continue  to  use  that  month  in  measuring  the  1921  income.  The  wholesale 
price  index  for  March,  1921,  was  62  per  cent  above  the  1913  average.  Us- 
ing this  as  the  index  of  price  changes,  we  should  have  a  national  income  for 
1921,  in  terms  of  March,  1921,  dollars,  of  56.7  billions  (i.  e.,  35.0  billions 
X  1.62). 

Some  of  this  amount,  however,  is  composed  of  corporate  surplus.  In 
order  to  secure  the  amounts  received  by  individuals,  this  should  be  sub- 
tracted from  the  above  total.  A  rough  measure  of  the  probable  amount  of 
this  corporate  surplus  can  be  secured  by  studj'ing  the  magnitude  of  such 
surpluses  in  the  past.  Here  again  the  researches  of  Dr.  Mitchell  and  his  as- 
sociates are  invaluable.  They  have  computed  the  probable  amount  of  cor- 
porate surplus  for  the  ten  years  from  1910  to  1919  inclusive,  and  make  the 
following  estimates  as  to  its  amount. 


Total  Estimated 

Corporate  Sur- 

Year 

plus  in  Bil- 

lions 

1910 

$1.'4 

1911 

1.1 

1912 

1.1 

1913 

1.2 

1914 

.6 

1915 

1.9 

1916 

4.5 

1917 

4.0 

1918 

1.9 

1919 

1.5 

The  average  annual  corporate  surplus  for  the  ten  year  period  was  there- 
fore 1.9  billions.  This,  however,  includes  the  extraordinary  surpluses  of 
1916  and  1917  which  are  undoubtedly  not  typical.  It  seems  fairer  there- 
fore to  take  the  six  year  period  of  1910  to  1915  inclusive  as  more  represen- 
tative, and  tlic  average  for  these  years  was  1.2  billions.     Such  an  estimate 

1  In  the  note  to  Chapter  III. 
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as  to  the  amount  of  corporate  surplus  in  1921  is  probably  the  most  nearly 
correct  approximation  that  can  be  made.  Deducting  the  1.2  billions  of 
estimated  corporate  surplus  from  the  56.7  billions  of  estimated  national  in- 
come, we  have  a  remainder  of  55.6  billions  of  income  received  by  individuals. 

4.  Probable  Distribution  of  the  National  Income  Among  the  Income  Classes. 

What  is  the  probable  distribution  of  this  total  among  the  various  income 
classes?  The  best  as  well  as  the  most  recent  estimate  is  that  made  in  the 
study  of  the  National  Bureau  of  Economic  Research  by  Mr.  F.  R.  Macaulay. 
From  income  tax  data  and  other  sources,  he  has  worked  out  estimates  for 
1918  showing  the  probable  total  amount  received  by  the  seventy  or  more 
income  groups  into  which  he  classified  the  population,  together  with  the  per- 
centages which  each  of  these  amounts  formed  of  the  total  national  income. 

Table   17   shows   the   estimated   distribution   of   personal   income   in    the 

Table    17. — Percektage   Analysis  of  the   Probable   Distributiox   of   Personal 

Incomes  in  the   United  States  in   1918. 

(Source:     Mitchell,  and  others:    Income  in  the  United  States,  Table  26.) 


Percentage 

Cumulative 

Percentage 

Cumulative 

of  Total 

Percentage 

of  Total 

Percentage 

Income  Class 

Amount    of 

of  Total  In- 

Income Class 

Amount  of 

of  Total  In- 

(in   $) 

Income 

come   under 

!             (in    $) 

Income 

come   under 

Received 

Class  above 

i 

Received 

Class    above 

Under  Zero 

—  .22 

—  .22 

3,700-3,800 

.47 

77.08 

Zero  to  100 

.01 

—  .21 

3,800-3,900 

.44 

77.52 

100-200 

.03 

—  .18 

3,900-4,000 

1               .42 

77.94 

200-300 

.09 

—  .09 

4,000-5,000 

i             3.30 

81.24 

300-400 

.30 

.21 

5,000-6,000 

2.21 

83.45 

400-500 

.75 

.96 

6,000-7,000 

i             1.60 

85.05 

500-600 

1.48 

2.44 

7,000-8,000 

:            1.22 

86.27 

600-700 

2.43 

4.87 

8,000-9,000 

i               -^T 

87.24 

700-800 

3.46 

8.33 

9,000-10,000 

.79 

88.03 

800-900 

4.42 

12.75 

10,000-11,000 

.66 

88.69 

900-1,000 

5.16 

17.91 

11,000-12,000 

.56 

89.25 

1,000-1,100 

5.57 

23.48 

12,000-13,000 

.48 

89.73 

1,100-1,200 

5.65 

29.13 

13,000-14,000 

.42 

90.15 

1,200-1,300 

5.46 

34.59 

14,000-15,000 

.37 

90.52 

1,300-1,400 

5.13 

39.72 

15,000-20,000       ; 

1.39 

91.91 

1,400-1,500 

4.58 

44.30 

20,000-25,000 

.96 

92.87 

1,800-1,900 

4.04 

48.34 

25,000-30,000 

.72 

93.59 

1,500-1,600 

3.51 

51.85 

30,000-40,000       I 

1.02 

94.61 

1,600-1,700 

3.02 

54.87 

40,000-50,000 

.68 

95.29 

1,700-1,800 

2.59 

57.46 

50,000-60,000 

.49 

95.78 

1,900-2,000 

2.23 

59.69 

60,000-70,000 

.38 

96.16 

2,000-2,100 

1.94 

61.63 

70,000-80,000 

.30 

96.46 

2,100-2,200 

1.72 

63.35 

80,000-90,000 

.25 

96.71 

2,200-2,300 

1.53 

64.88 

'       90,000-100,000 

.21 

96.92 

2,300-2,400 

1.38 

66.26 

100,000-150,000 

.73 

97.65 

2,400-2,500 

1.25 

67.51 

150,000-200,000 

.43 

98.08 

2,500-2,600 

1.14 

68.65 

200,000-250,000 

.30 

98.38 

2,600-2,700 

1.04 

69.69 

250,000-300,000 

.22 

98.60 

2,700-2,800 

.96 

70.65 

300,000-400,000 

.30 

98.90 

2,800-2,900 

.88 

71.53 

400,000-500,000 

.18 

99.08 

2,900-3,000 

.79 

72.32 

500,000-750,000 

.24 

99.32 

3,000-3,100 

.75 

73.07 

750,000-1,000,000 

.14 

99.46 

3,100-3,200 

.70 

73.77 

1,000,000-1,500,000 

.16 

99.62 

3,200-3,300 

.65 

T4.42 

1,500,000-2,000,000 

.09 

99.71 

3,300-3,400 

.60 

75.02 

2,000,000-3,000,000 

.10 

99.81 

3,400-3,500 

.56 

75.58 

3,000,000-4,000,000 

.05 

99.86 

3,500-3,600 

.53 

76.11 

4,000,000  and  over 

.14 

100.00 

3,600-3,700 

.50 

76.61 
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United  States  in  terms  of  the  percentage  of  the  total  amount  received  by 
each  income  class.  As  in  the  case  of  all  other  material  derived  from  the 
studies  of  the  National  Bureau  of  Economic  Research,  it  is  published 
through  the  courtesy  of  the  Bureau. 

While  it  is  possible  that  the  relative  distribution  of  incomes  has  changed 
since  1918,  it  is  probable  that  no  substantial  inaccuracy  vt^ould  occur  if  we 
applied  these  percentages  to  the  estimated  total  income  for  1921,  thus  giv- 
ing us  the  probable  total  amounts  received  by  each  income  class.  By  com- 
putation also  the  approximate  average  incomes  in  each  class  can  be  secured. 

But  here  another  difficulty  occurs.  Who  form  these  income  classes  ?  Mr. 
Macaulay's  study  refers  only  to  incomes  received  by  individuals.  Some  of 
these  are  single  men  or  women  without  direct  family  responsibilities,  while 
others  are  heads  of  families.  As  we  have  pointed  out,  the  amounts  and  pro- 
portions which  such  individuals,  even  if  receiving  the  same  income,  should 
give,  varies  in  proportion  to  their  relative  responsibilities.  Consequently  we 
must  determine  the  approximate  number  of  independent  single  men,  inde- 
pendent single  women,  and  heads  of  families  in  each  income  group.  Dr. 
W.  I.  King  in  his  "Wealth  and  Income  of  the  People  of  the  United  States" 
divided  incomes  received  in  1910  below  $1,400  a  year  into  the  three  classes 
mentioned  above,  and  gave  the  approximate  number  of  each  of  these  classes 
in  the  various  groups  below. ^  Dr.  King's  estimate  of  the  percentage  that 
each  of  these  classes  formed  of  the  number  in  each  income  group  is  given  in 
Table  18.  It  is  only  reasonable  to  assume  that  these  percentages  also  indi- 
cate the  proportion  of  the  total  income  in  that  group  which  was  received  by 
the  respective  classes. 

Table  18. — Estimated  Percentage  Composition  in  1910  of  Income   Classes  below 

$1,400    AS    between    Independent    Single    Men,    Independent    Single 

Women,  and  Heads  of  Families.     (Computed  from  King, 

Wealth  and  Income  of  the  People  of  the  U.  S.,  p.  224i.) 


Percentage  Composed  of 

Men,  or 

Income 

Single   Men 

Single  Women 

Widows    with 
Families 

$    0-  200 

50 

50 

0 

200-  300 

55 

26 

19 

300-  400 

50 

33 

17 

400-  500 

59 

20 

21 

500-  600 

53 

11 

36 

600-  700 

27 

4 

69 

700-  800 

20 

3 

77 

800-  900 

22 

77 

900-1000 

27 

72 

1000-1100 

23 

76 

1100-1200 

18 

81 

1200-1300 

16 

83 

1300-1400 

15 

84 

Dr.  King  found  it  impossible  to  make  any  such  separation  for  incomes 
above  $1,400,  but  pointed  out  that  among  the  higher  income  classes,  the 
single  men  and  women  are  relatively  mucli  less  numerous  than  in  the  very 
low  income  groups.^ 

2  King,  Wealth  and  Income  of  the  People  of  the  United  States,  p.  224. 

3  King,  op.  cit.,  p.  223. 


What  Can  a  Man  Afford  93 

These  estimates  by  King  for  1910  are  of  great  assistance  to  us  in  de- 
termining the  probable  situation  in  1921.  Perhaps  the  chief  difficulty  in 
applying  them  unaltered  is  the  general  increase  in  wages  in  the  intervening 
decade.  This  general  upward  movement  makes  it  impossible  to  use  the  same 
percentages  for  the  same  class  intervals.  On  the  whole,,  the  least  inaccurate 
approximation  seems  to  be  to  double  the  length  of  each  class  interval  and  to 
assume  that  the  same  proportions  apply  within  it  as  before.  Thus,  if  50 
per  cent  of  the  income  in  the  0-$200  group  was  received  by  single  men  in 
1910,  then  we  would  assume  that  in  1921  50  per  cent  of  the  income  below 
$400  was  also  received  by  single  men.  If  in  1910,  55  per  cent  of  the  income 
between  $200  and  $300  was  secured  by  single  men,  then  we  should  assume 
that  in  1921  a  similar  percentage  would  be  secured  by  single  men  in  the 
group  varying  from  $400  to  $600,  and  so  on. 

Thus  the  incomes  up  to  $2,800  a  year  (i.e.,  twice  $1,400)  would  be  appor- 
tioned among  the  three  groups  of  (a)  independent  single  men,  (b)  indepen- 
dent single  women,  and  (c)  heads  of  families  with  dependents.  The  prob- 
able total  amount  received  in  each  income  group  by  these  classes  is  shown 
in  section  A  of  both  Tables  12  and  13. 

It  is  not  possible  to  carry  out  this  division  for  incomes  above  $2,800.  It 
is  probable,  however,  that  the  inaccuracy  will  not  be  great  if  we  regard 
all  those  above  this  point  as  falling  in  the  third  category,  since  the  number 
of  independent  single  men  and  women  is  undoubtedly  small. 

It  is  probably  also  correct  to  assume  that  the  average  family  in  each  of 
these  groups  is  of  approximately  the  standard  size,  since,  when  the  probable 
number  of  independent  single  men  and  women  receiving  incomes  have  been 
deducted  from  the  total  population,  the  remaining  receivers  of  income  would 
have  on  the  averasre  nearly  five  people  dependent  upon  them. 

By  the  methods  described,  the  probable  amounts  in  each  income  group 
were  estimated  and  the  basic  data  furnished  for  Tables  13  and  14. 

5.  Additional  Sources  of  Capital  Investment. 

It  has  been  pointed  out  in  Chapter  V  that,  in  addition  to  the  fresh  capi- 
tal raised  by  the  recommended  scale  of  direct  investments,  there  are  other 
sources  of  saving  as  well  of  which  the  most  important  are:  (a)  net  cor- 
porate surplus,  (b)  capital  payments  on  dwellings  included  in  ostensible 
rentals,  (c)  savings  for  insurance  (which  we  have  included  under  personal 
expenditure). 

The  probable  amount  of  corporate  surplus  is,  as  we  have  stated,  1.2  bil- 
lions. The  capital  payments  on  dwellings  included  in  rentals  arise  from  the 
fact  that  there  are  tens  of  thousands  and  possibly  hundreds  of  thousands  of 
families  who  are  buying  houses  on  the  installment  plan  and  who  are  paying 
periodical  sums  which  include  not  merely  the  rental  but  also  a  payment  upon 
the  principal.  It  is  of  course  impossible  to  estimate,  with  any  degree  of 
accuracy,  the  approximate  total  investments  from  this  source.  It  would 
not  be  surprising  if  it  amounted  in  the  aggregate  to  several  hundred  mil- 
lion dollars. 

It  is  possible  to  estimate  fairly  accurately  what  the  total  amount  of  in- 
surance would  be  if  those  with  incomes  of  less  than  $10,000  laid  aside  the 
sums  listed  as  proper  in  the  authoritative  budgetary  studies. 

The  standard  budget  of  the  Philadelphia  Bureau  of  Municipal  Research, 
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as  revised  to  December,  1920,  prices,  set  3.2  per  cent  as  the  proper  amount 
of  personal  expenditure  which  a  family  upon  the  level  described  should  lay- 
aside  for  insurance.  The  Washington  "minimum  of  health  and  decency" 
budget  provided  for  a  5  per  cent  investment  in  insurance  which  was  also 
treated  as  a  part  of  the  necessary  personal  expenditures  of  the  family.  In 
view  of  the  scanty  protection  against  death  or  disability  which  such  allow- 
ances for  insurance  would  give,  it  seems  adequate  to  apply  the  first  per- 
centage of  3.2  to  incomes  ranging  between  $1,400  and  $2,000  and  to  apply 
the  5  per  cent  allowance  to  incomes  from  $2,000  to  $10,000. 

Above  $10,000  it  is  only  reasonable  to  assume  that  the  annual  direct  sav- 
ings will  be  approximately  sufficient  to  protect  the  families  concerned  with- 
out additional  sums  for  insurance.  This  becomes  increasingly  true  as  the 
incomes  increase,  due  to  the  comparatively  greater  importance  of  property 
income  with  its  relative  continuity  of  return  irrespective  of  the  life  of  the 
possessor. 

The  laying  aside  of  these  percentages  for  insurance  would  raise  approxi- 
mately the  following  sums: 


Equivalent 
Family  Income* 

Total  Income 

in  Group 

(in   millions 

of  $) 

Percentage  to 

Be  Devoted  to 

Insurance 

Amounts  That 
Would  Be  Devoted 

to  Insurance 
(in   millions   of  $) 

$1400-   $2000 
$2000-$10,000 

11,100 
29,150 

3.2 
5.0 

353 
1,458 

The  probable  total  that  would  thus  be  raised  through  insurance  would 
therefore  be  about  1810  millions,  or  approximately  1.8  billions.  This  added 
to  the  corporate  surplus  of  1.2  billions  and  the  probable  direct  savings 
through  our  recommended  scale,  would  total  5.7  billions,  plus  the  unknown 
amounts  of  investment  concealed  in  the  rentals. 

If  it  should  be  objected  that  we  are  over-optimistic  and  that  1.2  billions 
of  corporate  surplus  is  too  high  an  estimate  for  the  slack  business  year  1921, 
then  it  should  be  remembered  that  the  total  of  6.2  billions,  as  we  have 
pointed  out  in  Chapter  III,  is  also  too  large  a  sum  to  be  invested  in  a  year 
of  such  depression.  We  are  of  course  trying  to  approximate  the  average 
needs  over  a  period  of  years,  and  estimates  of  both  the  1.2  billions  of  cor- 
porate surplus  and  the  6.2  billions  of  the  needed  capital  investments  hold 
true  when  judged  by  this  standard. 


*  By  equivalent  family  income  is  meant  income  in  terms  of  the  standard  family  of 
five  members  composed  of  3.33  equivalent  adult  males.  An  independent  single  man 
with  an  income  of  $650  has  an  income  equivalent  to  a   standard   faniilv  income  of 

3.33 
approximately  $1665  {I.e.,  $650  X  - — )• 
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WHAT  CAN  A  MAN  AFFORD? 

Carl,  Smith  Joslyn 

Two  prime  considerations  are  involved  in  an  answer  to  the  question 
which  forms  the  title  of  this  essay:  the  one  economic,  the  other  moral. 
Their  character  depends  upon  what  interpretation  we  place  on  the 
term  "afford."  What  can  a  man  "afford,"  as  an  item  in  the  family 
budget  and  as  part  of  the  sum  which  he  must  regularly  expend  for  the 
support  of  his  family,  to  donate  to  philanthropic  enterprises?  What 
can  a  man  "afford" — perhaps  better,  what  should  a  man  "afford" — as 
his  obligation  to  those  of  his  fellow-creatures  who  through  adverse  cir- 
cumstances are  less  fortunate  than  he,  to  give  for  religious  and  chari- 
table purposes?  Once  these  questions  are  answered  in  a  thorough  and 
systematic  manner,  we  should  have  a  working  principle  on  which  chari- 
table organization  and  other  philanthropic  societies  could  regulate  their 
campaigns  for  funds  with  greater  assurance  of  success  than  obtains  at 
present. 

Probably  the  earliest  mention  of  anything  like  a  rate  or  levy  im- 
posed upon  members  of  a  social  group  for  altruistic  purposes  is  to  be 
found  in  the  ancient  Biblical  reference  to  the  "tithe,"  or  a  tenth  part 
of  the  produce  of  land.  Although  the  custom  of  the  tithe  as  a  tax  or 
tribute  was  almost  universal  in  antiquity,  it  is  not  until  the  times  of  the 
early  Hebrew  tribes^  that  we  find  the  tithe  definitely  established  as  a 
fixed  levy  upon  the  produce  of  land,  to  be  devoted  to  religious  purposes. 
The  tithe  rate  was  taken  up  by  the  Christian  church  and  for  a  long  time 
was  one  of  the  methods  of  supporting  the  clergy,  being  introduced  in 
England  about  the  end  of  the  eighth  century.  Since  then  it  has  been 
virtually  abandoned  as  a  levy  either  for  civil  or  religious  purposes  ex- 
cept in  a  few  outlying  Mohammedan  countries  where  it  is  used  by  the 
state  as  a  convenient  rate  in  its  system  of  taxation. 

There  are  those  who  still  believe  that  the  tithe  rate  is  practicable  as 
a  means  of  exacting  contributions  to  religious  and  philanthropic  en- 
deavors. They  are  under  the  impression  that  a  tax  on  the  produce  of 
land  in  ancient  times  is  equally  applicable  as  a  tax  on  the  product  of 
labor^  in  the  modern  industrial  community.  Such  persons  are  easily 
convinced  of  their  error  by  an  examination  and  study  of  present  day 
family  budgets,  which  show  a  tendency — particularly  among  the  lower 
levels   of  income — for   expenditures   for   the  necessaries   of  life   to   en- 

1  See  Lev.  xxvii  and  Deut.  xiv  where  the  tribes  of  Levi,  not  having  lands  assigned 
them,  were  provided  for  by  this  means. 

2  The  writer  is,  of  course,  cognizant  of  the  fact  that  the  three  elements  of  land, 
labor,  and  capital  enter  into  the  production  of  practically  all  economic  goods. 
The  mention  of  the  single  element  in  the  above  passage  was  purely  for  the  purpose 
of  contrast. 
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croach  on  the  amount  available  for  charity  and  other  sundry  purposes. 
So  pronounced  is  this  tendency  that,  although  it  might  be  deemed  de- 
sirable for  various  reasons  to  impose  a  ten  per  cent  levy  on  all  incomes, 
it  would  prove  practically  impossible  in  the  majority  of  cases  to  collect 
the  requisite  amount  without  seriously  impoverishing  the  family  in  the 
matter  of  some  much  needed  commodity. 

If  it  is  true,  then,  that  a  fixed  proportionate  levy  such  as  the  tithe  is 
impracticable  in  the  modern  industrial  community  as  a  means  of  ob- 
taining financial  support  for  philanthropic  enterprises,  the  question 
naturally  arises,  should  a  smaller  proportionate  levy  be  imposed;  or  is 
the  theory  of  proportion  altogether  unsound  in  this  connection  and 
should  a  progressive  rate  be  established  which  would  satisfy  more  com- 
pletely the  demands  of  justice  and  expediency?  To  answer  this  very 
critical  question  a  careful  and  detailed  study  of  family  budgets  is 
necessary,  and  this  we  shall  now  undertake. 

The  outstanding  items  of  expenditure  in  the  normal  family  budget 
are  as  follows :  food,  clothing,  shelter,  fuel  and  light,  and  "sundries," — 
the  last  of  which  includes  everything  not  mentioned  under  the  first  four 
heads  which  is  necessary  for  maintaining  the  average  family  in  health 
and  decency.  Let  it  be  noted  at  the  outset  that  the  proportionate 
amounts  expended  for  these  several  items  vary  considerably  with  the 
amount  of  income  and  size  of  family,  llegarding  the  manner  of  the 
former  variation  and  its  distribution  as  among  the  several  items  in  the 
family  budget.  Dr.  Engel,  a  German  statistician,  some  sixty  years  ago 
advanced  the  following  propositions  or  "laws,"  which  with  a  few  minor 
changes  have  become  well  established  as  fundamental  axioms  in  the 
study  of  family  budgets  and  their  ways: 

1.  The  greater  the  income,  the  smaller  the  percentage  of  outlay  for 
subsistence. 

2.  The  percentage  of  outlay  for  clothing  remains  the  same,  or  ap- 
proximately so,  whatever  the  income. 

3.  The  percentage  of  outlay  for  rent,  fuel,  and  light  is  approxi- 
mately the  same  whatever  the  income. 

4.  The  greater  the  income,  the  greater  the  proportionate  outlay  for 
sundries. 

Emphasis  should  be  laid  on  the  words  "percentage"  and  "proportion- 
ate" and  care  taken  to  distinguish  between  an  absolute  and  a  propor- 
tionate variation  in  the  expenditures.  In  the  first  proposition,  for  in- 
stance, although  the  percentage  of  outlay  for  subsistence  becomes 
smaller  with  a  higher  income,  the  absolute  amount  of  money  so  expended 
may,  and  in  fact  usually  does,  increase ;  this  increased  expenditure  how- 
ever, docs  not  bear  the  same  proportion  to  the  total  family  expenditure 
as  did  the  smaller  amount.    Preserving  this  distinction,  wc  may  conclude 
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that  although  the  sum  of  money  expended  for  clothing,  rent,  fuel,  and 
light  increases  with  an  increase  of  income,  the  proportion  which  these 
items  bear  to  the  total  family  expenditure  remains  unchanged.  In  the 
case  of  the  last  proposition — that  relating  to  sundries — the  expenditure 
advances  so  rapidly  that  there  is  not  only  an  absolute  but  a  propor- 
tionate increase  as  well. 

Wliat  special  significance  do  the  above  conclusions  of  Dr.  Engel  hold 
for  us  in  this  essay?  Chiefly  this:  that  once  the  family  income  has  been 
applied  to  the  satisfaction  of  the  more  elemental  human  wants,  a  defi- 
nite share,  increasing  progressively  with  larger  income,  is  made  avail- 
able for  miscellaneous  purposes,  including  insurance,  medical  atten- 
dance, savings,  amusements  and  recreation,  books  and  papers,  educa- 
tion, religion,  and  charity.  In  the  interests,  therefore,  not  only  of 
"justice" — a  tenn  which  is  likely  to  lead  us  into  many  difficulties — but 
of  well-grounded  expedienc}^,  we  should  require  of  the  higher  income 
groups  a  progressively  larger  contribution  to  the  cause  of  charity.  Of 
the  details  of  this  requirement  more  will  be  said  later  on. 

Subsequent  investigations  have  for  the  most  part  confirmed  the  calcu- 
lations of  Dr.  Engel.  Probably  the  most  reliable  for  our  purpose,  be- 
cause the  most  extensive,  was  conducted  by  the  United  States  Bureau 
of  Labor  in  1901  when  an  elaborate  investigation^  was  undertaken  into 
the  question  of  the  cost  of  living  in  the  United  States.  As  a  result  of 
the  material  which  it  collected,  the  Bureau  was  able  to  establish  the 
following  table  of  figures  as  the  per  cent  variation  of  specified  items  of 
expenditure  with  variations  in  income.* 

From  the  following  table  it  will  be  seen  that  one  or  two  sxceptions 
must  be  taken  to  the  propositions  laid  down  by  Dr.  Engel,  at  least  as 
regards  America.  The  proportionate  outlay  for  fuel,  it  will  be  noted, 
decreases  somewhat  instead  of  remaining  constant ;  that  for  clothing  is 
nearly  twice  as  great  in  the  higher  incom.e  groups,  indicating  a  very 
prevalent  desire  to  "live  up"  to  one's  income,  in  appearances  at  any 
rate.  But  in  the  case  of  the  item  marked  "sundries" — and  this  is  the 
one  which  most  concerns  us — the  American  investigation  unmistakably 
confirms  the  calculations  of  Dr.  Engel. 

We  have  so  far  discovered  that  the  percentage  of  outlay  for  sun- 
dries varies  directly  with  the  income,  increasing  as  it  increases,  and  vice 
versa.  Docs  the  amount  expended  for  this  item  vary  with  the  size  of 
the  family  as  well?  Wc  should  expect  the  expenditures  for  rent,  fuel, 
and  light,  also  for  sundries,  to  decrease — assuming  a  fixed  income — 

8  See  Eighteenth  Annual  Report  of  the  Commissioner  of  Labor,  "Cost  of  Living 
and  Retail  Prices  of  Food"   (1903). 
*Ibid.,  Table  V,  R,  p.  593. 
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Table  I. — Per  Cent  of  Total  Expenditltre  Made  for  Various  Purposes  in  11,156 
Normal  Families,5  by  Classified  Income. 
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to  make  room  for  larger  outlays  for  food  and  clothing,  and  this  is  sub- 
stantially what  the  following  table  shows  to  take  place. 


Table  II. 


-Per  Cent  of  Total  Expenditure  Made  for  Various  Purposes  in  11,156 
Normal  Families,  by  Size  of  Family.6 
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Let  us  now  devote  our  entire  attention  to  the  item  marked  "sun- 
dries." Regarding  this  we  may  draw  two  conclusions:  that  the  per- 
centage of  outlay  for  articles  under  this  head,  (1)  increases  with  suc- 
cessive advances  in  income;  (2)  decreases  with  successive  additions  to 
the  family  group.  Up  to  this  point,  however,  we  have  shown  only  vari- 
ations of  expenditure  with  each  of  these  factors  considered  separately, 
in  each  case  assuming  the  other  element  to  be  a  fixed  or  an  average 
quantity.  In  order  that  our  collection  of  facts  may  be  really  signifi- 
cant, we  must  bring  these  two  variable  quantities  together  and  make 
out  a  table  of  concomitant  variations,  so  to  speak.     This  should  enable 

5  The  "normal  family"  is  defined  in  the  report  as  one  having:  the  husband  at 
work;  a  wife;  not  more  than  five  children,  and  none  over  14  years  of  age;  no  de- 
pendent, boarder,  lodger,  or  servant;  and  expenditures  for  rent,  fuel,  lighting,  food, 
clothing,  and  sundries. 

e  Ibid.,  Table  V,  E  and  F.     Pp.  568-9. 
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us  to  determine  at  a  moment's  notice  the  average  per  cent  of  total  ex- 
penditure made  for  sundries  for  any  family  of  stated  income  and  size. 

Table  III. — Per  Cent  of  Total  Expexdittire  Made  for  Sundries  in  11,156 
Normal  Fajiilies,  by  Size  of  Family  and  Classified  IncomeJ 
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Despite  numerous  irregularities  in  the  above  table,  the  tendency  cer- 
tainly is  present  for  the  percentage  of  expenditure  for  sundries  to  vary 
directly  with  the  amount  of  income  and  inversely  as  the  size  of  the 
family.  Following  out  any  single  income  group  we  find  generally  a 
progressive  diminution,  particularly  beyond  the  family  size  of  three, 
in  the  proportionate  amount  expended  for  sundries.  Looking  only  at 
the  designated  size  of  family  we  find  usually  an  increase,  and  in  most 
cases  a  steady  increase,  in  the  various  percentages  as  the  income  ad- 
vances. 

The  inference  that  inevitably  follows  from  the  conclusions  we  have 
just  reached  is  that  if  we  are  in  any  way  to  prescribe, — or,  to  put  it 
more  mildly  and  appropriately,  to  suggest, — minimum  contributions 
for  charitable  purposes  which  every  single  person  or  head  of  family 
could  feel  assured  were  economically  possible,  we  must  take  into  ac- 
count the  two  variable  factors  of  income  and  size  of  family.  And  as 
the  most  graphic  and  serviceable  means  of  setting  forth  this  twofold 
variation  and  its  effect  on  the  amount  available  for  philanthropic  enter- 
prises, the  "chart  for  givers"  has  much  to  commend  it.  Such  a  device 
was  used  with  considerable  success  during  the  Liberty  Loan  and  other 
war  campaigns,  and  also  by  the  Interchurch  World  Movement,  to  the 
latter  of  which  we  shall  again  have  occasion  to  refer.  Probably  the 
one  feature  of  such  a  chart  which  is  most  responsible  for  its  success  is 
the  fact  that  in  almost  every  instance  the  observer  is  led,  either  by  a 
furtive  curiosity  or  by  an  actual  desire  to  "do  the  right  thing,"  to  find 
out  just  where  he  stands  on  the  list  and  to  make  comparisons,  favorable 

^  Ibid.,  Table  V,  M.     Pp.  584-5. 
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or  unfavorable  as  the  case  may  be.  If  charity  organizations  and  other 
philanthropic  societies  could  give  widespread  publicity  to  such  a  chart 
and  maintain  it  continuously  up-to-date,  they  would  have  an  appeal  to 
men's  pocketbooks  far  more  effective  and  far  more  universal  than  any 
which  has  so  far  been  devised. 

In  our  advocacy  of  the  "chart  for  givers,"  however,  it  may  ba  that 
we  have  committed  ourselves  to  one  or  two  principles  of  contribution 
which,  to  say  the  least,  deserve  to  be  carefully  scrutinized.  If  we  fol- 
low our  intended  purpose,  we  are  to  ask  of  the  rich  man  a  larger  sum 
of  money — not  only  absolutely,  but  in  proportion  to  his  income — than 
of  the  poor  man.  Is  this  wise?  Is  it  just?  To  settle  in  a  satisfac- 
tory manner  this  question  of  "justice"  we  must  needs  have  recourse  to 
an  analogy  which  although  it  may  prove  nothing  finally,  will  at  least 
throw  some  light  on  the  point  at  issue.     It  is  that  of  taxation. 

Taxation  and  contribution  to  charitable  causes  resemble  each  other 
in  that  (1)  they  fall  as  a  definite  burden  on  the  family  man's  pocket- 
book  for  which  he  sees  nothing  definite  in  return  (indirect  benefits  seem 
to  many  people  a  most  inadequate  kind  of  quid  pro  quo)  ;  (2)  they 
represent  expenditures  which  in  the  strict  sense  are  entirely  devoted  to 
other  than  purely  personal  or  family  uses;  (3)  attempts  are  constantly 
being  made  to  make  them  both  as  universal  and  democratic  as  possible; 
(4)  since  they  are  preferably  universal,  their  burden  should  be  so  ad- 
justed as  to  fall  equally — or  as  nearly  so  as  possible — on  all  classes 
of  income;  (5)  they  both  are,  or  should  be,  a  matter  of  public  concern. 
Charitable  contributions  and  taxation  differ  fundamentally,  however,  in 
that  the  latter  is  compulsory  and  the  former  necessarily,  and  wisely, 
voluntary.  The  collection  of  taxes  is  made  by  the  state  for  the  sup- 
port of  civil  institutions ;  the  soliciting  of  contributions  is  made  by  in- 
dividuals or  duly  constituted  authorities  for  the  benefit  of  special 
classes  who  by  reason  of  inherent  defects  or  social  circumstances  rep- 
resent a  claim  on  the  communit3\  Observing  the  limits  to  which  our 
analogy  may  safely  be  carried,  we  can  now  consider  briefly  the  much 
debated  question  of  "justice  in  taxation"  and  what  possible  bearing  it 
may  have  on  the  problem  here  under  discussion. 

Of  theories  in  taxation  there  are  chiefly  throe:  the  benefit  theory,  the 
ability  or  faculty  theory,  and  the  fiscal  or  financial  theory.  Since  the 
time  when  Adam  Smith,  in  his  "Four  Canons  of  Taxation,"  enunciated 
the  rather  dubious  and  unilhiminating  doctrine  that  "the  subjects  of 
every  state  ought  to  contribute  towards  the  support  of  the  government 
as  nearly  as  possible  in  proportion  to  their  respective  abilities ;  that  is, 
in  proportion  to  the  revenue  which  they  respectively  enjoy  under  the 
protection  of  the  state,"  a  seemingly  endless  controversy  has  been 
waged  over  this  point  concerning  justice  in  taxation.     Space  is  too 
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brief  here  to  permit  of  an  historical  review  of  the  several  doctrines  or 
to  point  out  the  details  of  their  application  to  schemes  of  taxation  and 
contribution.  Let  it  suffice  to  state  each  theory  in  as  few  words  as  pos- 
sible and  to  set  up  in  a  manner  equally  brief  the  most  potent  objec- 
tions that  have  been  urged  against  them. 

According  to  the  benefit  theory,  each  citizen  should  contribute  to 
the  support  of  the  state  in  proportion,  so  far  as  possible,  to  the  bene- 
fits which  he  has  derived  from  the  maintenance  of  the  various  civil  in- 
stitutions. This  settles  nothing,  however,  for  by  what  method  and 
according  to  what  standard  are  we  to  determine  the  benefits  which 
each  individual  derives  from  the  protection  and  administration  of  the 
state?  Many  of  these  have  been  suggested  but  in  no  case  have  they 
proved  adequate  for  the  purpose.  Disregard,  then,  the  theory  of  bene- 
fits, say  the  supporters  of  the  "faculty"  theory,  and  let  each  man  con- 
tribute to  the  needs  of  the  state  according  to  his  ability.  In  this  way 
the  rich  can  be  compelled  to  pay  progressively  more  than  the  poor  and 
all  the  ends  of  justice  will  be  met.  Granting  that  the  well-to-do  will  be 
forced  thereby  to  contribute  a  larger  sum  of  money  than  those  less  for- 
tunate, by  what  means  are  we  to  determine  how  much  more  able  to  pay 
the  former  are  than  the  latter,  so  that  this  measure  of  abihty  may  be 
precisely  reflected  in  the  rates  of  taxation  imposed?  The  answer  is  that 
there  are  no  such  means.  Much  the  same  difficulty  holds  true  of  the 
doctrine  of  "equality  of  sacrifice."  No  means  are  available  by  which 
we  could  measure  with  anything  like  accuracy  and  precision  such  vague 
and  abstract  quantities  as  ability  and  sacrifice.  It  is  idle  to  prate  of 
justice  when  we  cannot  even  pretend  to  accuracy  in  its  application. 

In  the  last  analysis,  therefore,  the  question  tends  to  resolve  itself  into 
one  not  of  justice,  but  of  simple  expediency.  Justice  is  at  best  a  term 
difficult  to  define  in  any  particular  instance ;  as  a  generality  or  uni- 
versal ideal  it  has  been  repeatedly  demonstrated  to  be  practically  with- 
out meaning.  Instead  of  attempting,  therefore,  the  definition  of  a  term 
at  once  so  abstract  and  indeterminable,  we  shall  do  better  to  confine 
ourselves  to  questions  of  relative  expediency.  This  is  the  view  cham- 
pioned by  supporters  of  the  fiscal  or  financial  theory  of  taxation.  Let 
the  rich  man  give  progressively  more  than  the  poor  man  for  the  reason 
that  more  money  can  be  secured  for  the  needs  of  the  state  by  that 
means ;  let  the  former  give  as  much  more  than  the  latter  as  experience 
shall  prove  to  be  practicable,  according  to  recognized  standards  of  con- 
venience, economy,  and  political  expediency.  Such  in  essence  is  the 
fiscal  theory  of  taxation.  It  can  pretend  to  none  of  the  high-sounding 
attributes  of  "justice,"  but  it  has  at  least  the  not  uncertain  merit  of 
being  practicable  and  serviceable  for  all  purposes  which  it  was  de- 
signed to  meet. 
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In  our  "chart  for  givers,"  therefore,  we  shall  require  of  the  pros- 
perous man  a  larger  share  of  his  income  than  of  the  poor  man,  not 
with  the  idea  that  thereby  the  ends  of  social  justice  are  being  served, 
but  simply  because  our  study  of  sample  family  budgets  convinces  us 
that  the  expenditure  for  sundries  increases  progressively  among  the 
higher  income  groups  and  that  for  that  reason  the  rich  man  would 
feel  no  great  inconvenience  at  being  asked  to  contribute  somewhat 
more  than  his  less  fortunate  neighbor. 

So  much  for  "sundries"  as  a  collective  expenditure.  What,  now, 
are  the  separate  items  to  be  considered  under  this  head  and  what  part 
of  the  expenditure  is  devoted  to  philanthropic  purposes, — by  which  we 
mean,  to  other  than  personal  and  family  uses  ?  Following  are  the  prin- 
cipal items  commonly  grouped  under  the  term  "sundries": — furniture 
and  furnishings,  insurance,  carfare,  amusements  and  vacation,  sickness 
and  death,  education  and  uplift,  gifts  or  loans,  domestic  service,  liquor 
and  tobacco,  laundry,  "spending-money,"  taxes,  dues,  and  other  con- 
tributions. Under  the  last  of  these  heads  are  included  contributions  to 
church  and  to  charity,  the  only  items  of  expenditure  that  may  properly 
be  called  "philanthropic"  in  purpose,  according  to  the  definition  given 
above.  Other  items  such  as  labor  and  other  organization  fees  and  ex- 
penditures "for  patriotic  purposes"*  must  be  ruled  out  as  having  too 
much  of  a  personal  character  or  of  a  temporary  nature  only. 

In  the  investigation  conducted  by  the  Bureau  of  Labor  in  1901,  the 
percentages  of  total  expenditure  for  church  and  charity  in  the  2,567 
families  selected  for  detailed  investigation  were  .99  per  cent  and  .31  per 
cent  respectively,  giving  a  combined  percentage  of  expenditure  for  phi- 
lanthropic purposes  of  1.30  per  cent.^  But  this  figure  does  not  tell  us 
whether  the  expenditures  for  charitable  and  religious  purposes  increase 
or  decrease  as  the  total  percentage  of  expenditure  for  sundries  grows 
larger.  For  this  important  and  more  detailed  information  we  shall  be 
obliged  to  turn  to  two  other  studies  which  have  been  made  of  the  cost 
of  living,  that  b}--  Mrs.  More^*^  for  200  families  in  New  York  City  and 
the  investigation  but  recently  completed  by  the  United  States  Bureau 
of  Labor  Statistics. ^^ 

The  following  table  is  reproduced  from  Mrs.  More's  study  showing 
the  percentage  distribution  of  expenditures  for  a  number  of  miscel- 
laneous items,  classified  according  to  the  per  cent  which  the  expendi- 
ture for  sundries  is  of  the  total  family  expenditure.^' 

8  This  item  is  listed  in  the  table  of  "Miscellaneous  Expenditures"  in  the  recent 
survey  of  the  U.  S.  Bureau  of  Labor  Statistics.  See  the  Monthly  Labor  Review 
for  November,  1919. 

8  See  Eighteenth  Annual  Report  of  Commissioner  of  Labor,  p.  648. 

10  Wage-Earners'  Budgets,"  L.  B.  More.     N.  Y.,  1907. 

11  Reported  in  the  numbers  of  the  Monthly  Labor  Bview,  May-December,  1919. 

12  L.  B.  More,  op.  cit.,  p.  96,  Table  VI   (B). 
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Table  IV. — Per  Cent  of  Disteibutiox  of  Amount  Devoted  to  Sundries  for  Families 

IN  Which  Expenditure  for  Sundries  Is  a  Gi\t:n  Per  Cent 

of  Entire  Expenditure. 


Per  Cent 


Distribution 

Recreation     

Union    

Gifts    or    Loans. .  .  . 

Drink    

Church    

Furniture    

Papers    

Car-fares   

Medical   Attendance 
"Spending-money"    . 

Education    

Domestic  Service    . . 

Funerals    

Miscellaneous    

Total  Per  Cent 


Less  than  | 


5.1 

1.0 
0.0 
0.0 
0.0 
9.7 

17.9 
6.8 

26.1 
0.0 
0.0 
0.0 
0.0 

33.4 


5-10 


G.5 

.5 

1.5 

18.8 
2.5 
■4.4 
5.4 
7.7 

14.5 

19.9 
2.9 
0.0 
0.0 

15.4 


10-20    I  20-30 


7.5 
1.3 

2.7 
15.1 

3.6 
10.3 

4.6 

6.6 
13.7 
20.5 

2.5 

.5 

.6 

10.5 


7.4 

.9 

5.3 

14.8 
2.5 
9.7 
2.6 
3.5 
9.4 

16.8 
3.3 
4.1 

10.8 
8.9 


30-40       40-50 


3.7 

.6 

2.4 

9.6 

.7 

10.7 

1.5 

3.6 

10.6 

24.9 

6.2 

0.0 

15.4 

10.1 


54.3 

0.0 

17.6 

12.7 

1.6 

3.1 

.9 

0.0 

7.9 

0.0 

0.0 

0.0 

0.0 

1.9 


Total 

.9 

4.2 

14.1 

2.5 

9.4 

3.4 

4.7 

11.5 

18.7 

3.3 

1.7 

6.7 

10.0 

TOO.O" 


100.0 


100.0 


100.0     I   100.0 


100.0     I   100.0 


No  separate  item  for  charity  is  given  in  this  table.  In  families  in 
which  the  expenditure  for  sundries  was  less  than  5  per  cent  of  the  total 
expenditure,  apparently  no  contribution  was  made  to  the  church.  The 
reason  for  this  is  probably  twofold :  the  comparatively  small  number 
of  families  investigated  and  the  fact  that  so  low  an  expenditure  for 
sundries  more  than  likely  represents  a  small  family  income,  according 
to  the  fourth  of  Engel's  "laws."  As  the  percentage  of  outlay  for  sun- 
dries increases  we  get  an  increase  in  the  proportion  given  to  the  ciiurch, 
followed  by  a  rapid  falling,  off  in  this  amount  after  20  per  cent  is 
reached.  The  decline,  it  will  be  noted,  is  not  regular;  this  may  again 
be  attributed  to  the  small  field  of  investigation.  The  average  per  cent 
which  the  expenditure  for  church  is  of  the  total  outlay  for  sundries  is 
2.5  per  cent  for  all  families,  the  highest  averages  in  the  column  being 
18.7  per  cent  for  "spending-money"  and  14.1  per  cent  for  drink.  In 
the  case  of  the  items  marked  "recreation"  and  "spending-money"  we 
get  not  a  falling  off  but  a  progression  in  the  percentage  of  expenditure. 
No  evidence  to  the  contrary,  it  may  be  assumed  that  the  larger  amount 
of  money  thus  devoted  to  recreation,  drink,  and  spending-money  might, 
with  the  exercise  of  a  little  foresight  and  restraint,  be  partly  given  over 
to  larger  contributions  for  religion  and  charity. 

In  its  recent  investigation  covering  92  cities  and  towns  in  42  states, 
the  Bureau  of  Labor  Statistics  collected  data  for  30  of  these  localities 
regarding  expenditures  of  the  families  for  miscellaneous  items,  among 
which  were  included  contributions  to  church  and  charity.  Although 
these  figures  as  finally  presented^^  were  given  only  as  average  amounts 


13  See  the  Monthly  Labor  Review  for  November,  1919,  pp.  16-19, 
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of  expenditure  for  each  of  tlie  towns  and  cities,  and  no  percentages 
were  calculated,  we  are  able  to  construct  from  the  data  which  are  given 
there  and  elsewhere  a  table  of  percentages  somewhat  similar  to  that 
of  Mrs.  More's.  In  the  following  table  we  have  two  sets  of  percentages 
relating  to  expenditures  for  church  and  charity,  the  one  showing  what 
per  cent  of  the  total  family  expenditure  was  so  devoted,  the  other 
showing  what  per  cent  of  the  outlay  for  sundries  this  amount  repre- 
sented. Both  of  these  are  distributed  according  to  the  per  cent  rela- 
tion which  the  expenditure  for  sundries  bears  to  the  total  expenditure. 

Table  V, — Percentages  of  Totai,  Expenditure  and  of  Expenditure  foe  Sundries 

Devoted  to  Church  and  Charity,  Classified  according  to  the  Percentage 

WHICH  Expenditure  for  Sundries  is  of  Total  Expenditure.!* 


Specified 
Item 

Percentage  of  Expenditure  Devoted  to  Church  and 
Charity    in    Localities    where    Outlay    for    Sun- 
dries is  Stated  Per  Cent  Total  Expenditure — 

17-19        1        19-21        1        21-23        |        23-25 

Church  and  Charity — 

Per  Cent  of  Total  Expenditure 

.903                  .786                  .708                  .723 

Church  and  Charity — 
Per    Cent    of    Expenditure    for 
Sundries    

4  97          [3  87                 3  21                 2  98 

If  we  may  rely  upon  the  figures  thus  obtained,  it  seems  evident  that 
the  percentage  of  outlay  for  church  and  charity  decreases  as  the  pro- 
portionate expenditure  for  sundries  grows  larger.  Applying  once 
more  the  fourth  of  Dr.  Engel's  propositions,  this  would  indicate  that 
as  the  income  increases  more  and  more  money  is  devoted  to  uses  other 
than  those  designated  above, — in  this  case  more  than  likely  to  pleasure- 
able  pursuits.  As  in  a  measure  substantiating  this  view,  the  percentage 
which  the  expenditure  for  "amusement  and  vacation"  is  of  the  total 
outlay  for  sundries  is  found  by  calculation  to  be  5.92,  6.11,  and  5.96 
per  cent  for  localities  in  which  the  total  outlay  for  sundries  was  17-19, 
19-21,  21-23,  and  23-25  per  cent  respectively  of  the  total  family  ex- 
penditure. Although  this  is  by  no  means  a  steady  progression,  the 
proportionate  amount  of  expenditure  does  not  undergo  a  decrease,  as 
was  the  case  with  contributions  to  church  and  charity,  so  that  (Ve  are 
safe  in  concluding  that  the  absolute  amount  of  monej^  devoted  to 
"amusement  and  vacation"  increases  with  a  rise  in  income. 

No  reason  is  anywhere  apparent  wh}'  the  proportionate  amount  ex- 
pended for  church  and  charity  should  not,  if  not  increase,  at  least  re- 
main constant.  If  families  in  which  the  outlay  for  sundries  is  only 
from  17  to  19  per  cent  of  the  total  expenditure  can  afford  to  devote 

^*  Monthly  Labor  Review,  May,  pp.  147-65;  June,  101-16;  July,  75-114;  and  No- 
vember, 16-19. 
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4  per  cent  or  even  more  of  this  to  other  than  purely  personal  and 
family  uses,  certainly  it  is  reasonable  to  expect  of  families  in  which 
such  outlay  forms  one-fifth  or  even  one-fourth  of  the  total  family  ex- 
penditure a  like,  or  possibly  even  a  greater,  proportionate  amount  de- 
voted to  philanthropic  purposes.  Families  may  spend  more  for  charity 
as  well  as  for  pleasure,  once  the  more  urgent  demands  on  the  family 
income,  such  as  for  furniture,  insurance,  savings,  medical  attendance, 
carfare  and  the  like,  have  been  satisfied.  And  this,  considered  not  as 
a  moral  obligation,  but  merely  as  an  economic  possibility. 

We  may  establish  the  following,  then,  as  tentative  rates  of  contribu- 
tion :  for  families  in  which  the  outlay  for  sundries  constitutes  from  17 
to  19  per  cent  of  the  total  expenditure,  4  per  cent  of  the  expenditure 
for  sundries ;  for  families  in  which  this  outlay  represents  from  19  to 
21  per  cent  of  the  total  expenditure,  5  per  cent  of  the  expenditure  for 
sundries ;  for  those  in  which  21  to  23  per  cent  of  the  income  is  devoted 
to  sundries,  6  per  cent  of  this  expenditure;  for  those  spending  23  to 
25  per  cent  for  sundries,  7  per  cent ;  for  those  spending  25  to  27  per 
cent  for  sundries,  8  per  cent ;  for  those  spending  27  to  30  per  cent,  9 
per  cent;  and  for  those  spending  from  30  to  50  per  cent  or  more  for 
sundries,  10  per  cent  of  this  expenditure.  For  convenience  in  reference 
these  percentages  are  reproduced  in  tabular  form. 

Table   VI. — Tentative   Percextage    Rates   of   Expendituee    fob   Church   akd 

Charity  of   Fa:milies  in   Which   Otjtlat  for  Sundries   is   Stated 

Pee  Cent  of  Entike  Expendituke. 


Percentage  of  Entire  Ex- 
penditure Devoted  to 
Sundries 

17-19 

19-21 

21-23 

23-25      25-27 

27-30 

30-50 

Percentage    of    Expendi- 
ture for  Sundries  to  be 
Devoted  to  Church  and 
Charity    

4 

5 

6 

7 

8 

9 

10 

The  progression  in  these  rates  is  for  the  most  part  an  arbitrary  mat- 
ter, but  the  one  given  above  should  not  prove  too  severe  for  the  reason 
that  the  highest  rate  that  could  be  imposed  on  the  total  family  income 
is  about  5  per  cent, — perhaps  somewhat  more  if  the  outlay  for  sundries 
exceeds  50  per  cent  of  the  total  expenditure.  A  rate  of  6  per  cent  or 
less  is  surely  not  too  much  to  ask  of  a  man  for  philanthropic  purposes, 
particularly  if  the  rates  are  graduated  so  as  to  make  the  contribution 
for  every  family,  whatever  their  financial  circumstances,  an  economic 
possibility. 

What,  now,  of  the  large  family  with  the  comparatively  small  in- 
come? Should  we  ask  of  people  who  themselves  have  all  they  can  do  to 
keep  above  the  poverty  line,  to  contribute  to  charity  for  the  help  of 
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others  ?  Are  there  to  be  no  cases  of  exemption  in  the  scheme  of  contri- 
bution which  we  propose  to  devise?  This  question  may  best  be  settled 
by  an  examination  of  recent  studies  of  quantity  and  cost  budgets  for 
American  famihes.  Such  a  study  was  made  in  August,  1919,  for  the 
average  family  of  five — two  adults  and  three  children  under  14  years 
of  age — living  in  Washington,  D.  C,  and  was  reported  in  the  December 
number  of  the  Montlily  Labor  Review}^  Using  as  a  basis  for  the  quan- 
tity budget  the  minimum  standard  of  "health  and  decency,"  the  follow- 
ing tentative  cost  budget  was  drawn  up. 

Cost  of  Quantity  Budget  at  Market  Prices   (Aug.,  1919) 

I  Food     $773.93 

II  Clothing     513.73 

III  Housing,  Fuel,  and  Light 428.00 

IV  Miscellaneous     54-6.82 

$2262.47 
Possible    saving    on    market    cost    by    exercise    of    thrift,    intelli- 
gence,   etc     $246.91 

$2015.56 

By  November,  1919,  the  cost  of  this  budget  had  advanced  from 
$2262.47  to  $2288.25,  owing  to  the  rapid  rise  in  the  cost  of  living. 
The  cost  of  the  more  economical  budget  probably  would  be  increased  to 
about  $2,040.  Allowing  for  a  decrease  in  living  costs  since  November 
and  possible  variation  in  market  costs  among  different  localities,  we 
may  feel  justified  in  establishing  the  point  of  exemption  for  a  family  of 
five  at  $2,000  or  thereabouts.  In  the  report  of  the  study  just  referred 
to  it  is  stated  that  the  allowance  for  miscellaneous  items  includes  among 
other  things  a  minimum  outlay  for  insurance  and  "contributions  to 
churches  and  labor  or  beneficial  organizations.  .  .  ."^^  so  that  some 
contribution  to  church  and  charity  is  not  unreasonable  to  ask  of  fami- 
lies in  such  circumstances.  The  point  of  exemption  for  single  persons 
may  be  determined  by  dividing  the  cost  budget  given  above  by  the  num- 
ber of  equivalent  male  adults  represented  by  the  average  family  of 
five,  in  this  case  3.35,  which  makes  the  minimum  cost  budget  for  a  single 
male  adult  about  $700. 

We  have  now  come  to  the  point  where  we  can  settle  the  details  of  our 
"chart  for  givers."  The  chart  will,  of  course,  be  graduated  both  ac- 
cording to  amount  of  income  and  number  in  the  family,  the  former 
ranging  from  $700  to  something  like  $10,000,  the  latter  from  one  to 
six.  Our  next  most  important  problem  is  to  determine  a  scale  of  per- 
centage contribution  for  families  of  stated  income  and  size.  In  the  re- 
port of  the  recent  investigation  by  the  United  States  Bureau  of  Labor 

"i^^  Monthly  Labor  Review,  December,  1919,  i)p.  32-29. 
10 /{,/(/.,  p.  24. 
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Statistics  we  have  at  hand  the  means  of  formulating  a  part,  at  least,  of 
such  a  scale.  In  the  August,  1919,  number  of  the  Monthly  Labor  Re- 
view, a  summary  is  given  of  the  percentage  expenditures  for  all  the 
12,096  families  investigated.  The  entire  table  is  reproduced  herewith 
although  our  main  interest  centers  in  the  column  of  "miscellaneous 
items." 

Table  VII. — Percentage  of  ExPENDiTuaE  pee  Akkum  for  the  Prixcipai  Groups 

OF  Items  of  Cost  of  Living  in  Fajiilies  ix  92  Industrial 

Centers,  by  Income  Groups. 


Aver- 

Per  Cent  of  Expenditure  for— 

Number    -^^^ 
Income  Group           i       of          '^^'^' 
;  Famines--- 

ilies 

Total  Aver- 
age Annual 
Expendi-      Food    ^S*^" 
ture                         i"8 

Rent 

Fuel 
and 
Light 

Furni- 1  Mis- 
ture  &    cel- 
Furni- ,  lane- 
shings     ous 

Under  $900 323 

$900  and  under  $1200     2,423 
1200     "         "         1500     3,959 
1500     "        "         1800     2,730 
1800     "         "         2100     1,594 
2100     "         "         2500|       705 
2500  and  over 1       353 

4.3 
4.5 
4.7 
5.0 
5.2 
5.7 
6.4 

$842.91     44.1 
1076.08    42.4 
1300.71     39.6 
1536.68     37.2 
1755.74     35.7 
2054.97     34.6 
2466.91     34.9 

13.2 
14.5 
15.9 
16.7 
17.5 
18.7 
20.4 

14.5 
13.9 
13.8 
13.5 
13.2 
12.1 
10.6 

6.8 
6.0 
5.6 
5.2 
5.0 
4.5 
4.1 

3.6 
4.4 
4.8 
5.5 
5.5 
5.7 
5.4 

17.8 
18.7 
20.2 
21.8 
23,0 
24.3 
24.7 

Total    1  12,096 

4.9 

$1434.36     38.2 

16.6 

13.4  1    5.3 

5.1 

21.3 

The  figures  in  this  table  conform  substantially  to  the  conclusions  of 
Dr.  Engel,  although  it  will  be  noted  that  the  average  percentages  for 
the  several  items  of  expenditure  have  shifted  somewhat  since  the  investi- 
gation of  1901.  A  smaller  share  of  the  family  income  is  now  spent 
for  food;  more  for  clothing;  less  for  rent;  about  the  same  for  fuel  and 
light ;  and  somewhat  more  for  sundries,  which  in  the  earlier  investiga- 
tion included  "furniture  and  furnishings."  This  variation  may  be  at- 
tributed to  differences  in  the  increase  of  cost  of  the  various  items,  a 
phenomenon  which  does  not  concern  us  particularly  here,  but  which  is 
most  ably  explained  and  illustrated  in  a  recent  article  in  the  Monthly 
Labor  Review}'' 

From  the  above  table  it  would  appear  that  a  family  of  five  (given 
as  5.2  in  the  table)  having  an  annual  income  of  from  $1800  to  $2100 
would  be  able  to  devote  about  23  per  cent  of  its  total  expenditure  to 
miscellaneous  items.  According  to  the  table  of  progression  which  we 
drew  up  such  a  family  should  be  able  to  devote  6  per  cent  of  its  outlay 
for  sundries  to  charitable  causes,  or  1.38  per  cent  of  its  total  expendi- 
ture. This  resembles  closely  the  percentage  assigned  in  the  chart  of 
the  Interchurch  World  Movement,  already  referred  to,  which  is  1.43 
per  cent  for  a  family  of  this  income  and  size.  The  level  of  exemption 
that  we  established  also  coincides  approximately  with  that  employed 
in  the  chart.  Another  point  of  resemblance  is  in  the  maximum  rates  of 
contribution,  which  neither  in  our  scheme  nor  in  the  chart  referred  to 

^''Monthly  Labor  Review  for  July,  1920,  pp.  1-10. 
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exceed  6  per  cent  of  the  total  income.  We  are  unable,  however,  from 
any  of  the  data  readily  available  to  settle  in  other  than  a  purely  arbi- 
trary manner  the  rates  of  progression  for  the  several  sizes  of  family. 
Schemes  of  progression  may  be  devised  in  accordance  with  a  principle 
seemingly  plausible ;  yet  they  will  be  found  upon  examination  to  be  more 
or  less  unsound  owing  to  the  high  degree  of  uncertainty  involved  on  such 
abstruse  points  in  the  study  of  family  budgets.  Not  only  is  human  na- 
ture, its  whims,  caprices,  desires,  and  motives,  most  incalculable,  but 
recent  statistical  material  covering  in  detail  expenditures  for  sundries 
and  for  charity  is  lacking.  Under  such  circumstances  any  further 
generalization  would  be  to  court  disaster.  For  this  reason  we  are  forced 
to  be  dependent  on  previous  attempts  to  devise  a  "chart  for  givers," 
and  conspicuous  among  these  for  its  reasonableness  and  approximate 
agreement  with  what  few  specifications  we  have  been  able  to  set  up  is 
that  of  the  Interchurch  World  Movement. 

This  chart  appeared  as  one  of  the  series  of  advertisements  which  the 
Interchurch  Movement  had  inserted  in  leading  newspapers  of  the  coun- 
try during  its  united  financial  campaign  from  April  25  to  May  2,  1920. 
Presumably  the  chart  was  worked  out  by  one  or  more  of  the  statistical 
experts  which  the  ]\Iovemcnt  had  at  its  service,  although  on  this  point 
the  writer  has  no  definite  information.  From  all  reports  the  chart 
seems  to  have  made  a  strong  appeal  to  the  newspaper-reading  public; 
no  reason  is  apparent  why  it  could  not  be  used  to  similar  advantage  in 
other  religious  and  charitable  fund  campaigns.  For  the  convenience 
of  the  reader  the  chart  is  reproduced  herewith  in  the  form  in  which  it 
originally  appeared  in  the  newspapers  of  April  26,  1920. 


Table  VIII. 


-A  Chart  for  Givers,  Gradxtated  According  to  Amount  of  Income 

AND    NuiVrBER    IN     FaMTT-Y. 


Number  in  Family  |  1  I  ^  I 


Income 


Weekly  Pledge  to  Your  Church 


$T00 

$.10 

800 

.20 

900 

.30 

$.10 

1000 

.40 

.15 

1200 

.60 

.35 

$.10 

1500 

.90 

.70 

.30 

$.10 

$.10 

1800 

1.15 

1.05 

.65 

.80 

.30 

$.10 

2100 

1.60 

1.40 

1.00 

.60 

.60   " 

.30 

2500 

2.10 

1.85 

1.40 

1.05 

1.05 

.70 

3000 

2.65 

2.40 

2.00 

1.60 

1.50 

1.25 

3500 

3.20 

3.00 

2.55 

2.15 

2.10 

1.75 

4000 

3.80 

3.55 

3.10 

2.70 

2.65 

2.30 

4500 

4.35 

4.10 

3.65 

3.25 

3.15 

2.80 

5000 

4.95 

4.65 

4.20 

3.80 

3.70 

3.30 

eaoo 

6.10 

5.80 

5.30 

4.85 

4.75 

4.35 

7000 

7.25 

6.90 

6.40 

5.95 

5.80 

5.35 

8000 

8.40 

8.05 

7.50 

7.05 

6.85 

6.40 

9000 

9.55 

9.15 

8.60 

8.15 

7.95 

7.45 

10000 

10.70 

10.30 

9.70 

9.20 

9.00 

8.45 
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Two  points  in  this  chart  deserve  our  attention.  The  first  is  that 
the  sums  of  money  here  tabulated  represent  pledges  to  the  church  alone, 
if  we  may  judge  from  the  words  at  the  head  of  the  chart.  Yet  at  the 
same  time  the  chart  answers  to  the  specifications  which  we  drew  up  for 
both  religious  and  charitable  contributions.  This  discrepancy  may  be 
ascribed  to  the  fact  that  the  chart  given  above  was  intended  for  use  in 
the  financial  campaign  of  a  united  Church  movement  and  for  that  rea- 
son particular  stress  was  laid  on  the  religious  side  of  the  appeal.  Else- 
where in  the  advertisement  it  is  explained  that  the  churches  are  appeal- 
ing to  the  public  "as  the  channel  through  which  a  certain  definite  part 
of  its  income  can  be  applied  to  make  this  a  better  world."  The  amounts 
of  money  given  in  the  table,  therefore,  probably  represent  what  it  is 
economically  possible  to  devote  to  philanthrepic  enterprises,  including 
contributions  to  both  church  and  charity. 

The  second  point  to  be  observed  is  the  form  in  which  the  chart  ap- 
pears. To  simplify  matters  for  the  average  man  the  sums  of  money 
are  given  as  weekly  pledges,  not  as  lump  sums  of  annual  expenditure. 
All  men  know  how  much  money  they  devote  each  week  to  church  and 
charity;  few  of  them,  however,  unless  exceedingly  regular  in  their 
contributions,  could  tell  exactly  what  the  yearly  aggregate  of  these 
weekly  donations  would  be.  To  be  effective  in  advertising  the  "chart 
for  givers"  should  take  the  form  described. 

For  purposes  of  analysis,  however,  the  figures  in  this  chart  must  be 
rendered  into  terms  of  percentages  of  expenditure,  and  this  is  what 
has  been  done  in  the  following  table.     First  the  annual  pledge  was 


Table  IX. — The  Data  of  Table  VIII  Rendered  in  Terms  of  Percentages 
OF  Annual  Expenditure. 


Number  in  Family 

1 

2 

3 

4 

5 

6 

Income      | 

Per 

Cent 

$700 

.70 

800 

1.25 

900 

1.66 

.55 

,^ 

1000 

2.00 

.75 

1200 

2.50 

1.46 

.42 

1500 

3.00 

2.33 

1.00 

.33 

.33 

1800 

3.19 

2.92 

1.81 

.83 

.83 

.28 

2100 

3.81 

3.33 

2.38 

1.43 

1.43 

.71 

2500 

4.20 

3.70 

2.80 

2.10 

2.10 

1.40 

3000 

4.42 

4.00 

3.33 

2.67 

2.50 

2.08 

3500 

4.57 

4.29 

3.6-4 

3.07 

3.00 

2.50 

4000 

4.75 

4.44 

3.88 

3.38 

3.31 

2.88 

4500 

4.83 

4.55 

4.06 

3.61 

3.50 

3.11 

5000 

4.95 

4.65 

4.20 

3.80 

3.70 

3.30 

6000 

5.08 

4.83 

4.42 

4.04 

3.96 

3.63 

7000 

5.17 

4.93 

4.57 

4.25 

4.14 

3.82 

8000 

5.25 

5.03 

4.69 

4.41 

4.28 

4.00 

9000 

5.31 

5.08 

4.78 

4.53 

4.42 

4.14 

10000 

5.35 

5.15 

4.85 

4.60 

4.50 

4.23 
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calculated  and  then  the  ratio  between  this  amount  and  the  family  in- 
come was  found  and  recorded. 

Taken  as  a  whole  the  above  percentages  are  most  informing;  ex- 
amined in  detail  they  are  found  to  be  rather  unilluminating.  The  gen- 
eral idea  of  progression  and  the  relations  in  which  the  amounts  in  the 
various  columns  stand  toward  each  other  is  accurately  set  forth.  Ir- 
regularity in  the  rate  of  progression,  however,  is  everywhere  evident. 
In  some  cases  an  advance  of  $500  in  income  will  cause  an  increase  of 
.22  in  the  per  cent ;  in  other  cases  an  increase  of  only  .15 ;  and  in  still 
others  only  .08.  Obviously,  the  chart  was  not  composed  in  the  form  of 
percentages ;  otherwise  this  error,  though  not  very  damaging,  would  not 
have  been  committed. 

The  highest  percentage  in  the  table  is  5.35  per  cent  for  a  single  per- 
son of  $10,000  income;  the  lowest  is  .28  per  cent  for  a  family  of  six 
with  an  income  of  $1800.  This  represents  a  scale  of  giving  of  less  than 
6  per  cent, — an  amount  which  both  in  appearance  and  reality  is  cer- 
tainly not  excessive.  This  chart  is  intended,  however,  as  is  stated  in 
the  advertisement,  only  as  a  suggestion — a  table  of  minimum  contribu- 
tions to  church  and  charity  which  may  aid  the  giver  in  performing  his 
duty,  if  such  he  feels  it  to  be.  The  figures  here  given  only  demonstrate 
what  is  economically  possible;  not  what  is  morally  obligatory.  No  in- 
junction however  stern  could  hold  a  man  from  going  below  the  amount 
given  in  these  suggestions, — indeed,  from  ceasing  to  contribute  alto- 
gether, unless  he  could  be  convinced  that  he  was  morally  bound  to 
donate  at  least  this  amount.  As  a  necessary  complement,  therefore,  to 
the  economic  side  of  the  question,  "What  can  a  man  afford?"  we  must 
now  turn  to  a  consideration  of  the  ethical  problem  involved,  which, 
stated  succinctly,  is  as  follows :  Why  should  a  man  devote  a  part  of  his 
income,  which  admittedly  he  can  afford  so  to  devote,  to  other  than  per- 
sonal or  family  uses  when  by  all  the  laws  of  nature  and  common  sense 
he  is  entitled  to  dispose  of  the  fruits  of  his  labor  in  whatever  manner  he 
sees  fit?  In  other  words,  Wherein  lies  the  moral  obligation  and  what  is 
its  nature? 

Probably  the  most  emphatic  denial  of  the  existence  of  a  moral  obli- 
gation between  social  classes  has  come  from  the  school  of  sociologists 
and  philosophers  known  as  individualists.  Among  these  the  one  who 
has  dealt  most  explicitly  with  the  problem  of  charity  is  the  late  Pro- 
fessor W.  G.  Summer  of  Yale.  In  his  book  entitled  WJwt  Social 
Classes  Owe  to  Each  Other,  after  declaring  that  "the  next  most  per- 
nicious thing  to  vice  is  charity  in  its  broad  and  popular  sense,"  he 
establishes  the  thesis  that  "a  free  man  in  a  free  democracy  has  no  duty 
whatever  toward  other  men  of  the  same  rank  and  standing,  except  re- 
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spect,  courtesy,  and  good-will."^*  This  surely  is  an  out-and-out  chal- 
lenge to  those  who  seek  to  universalize  contribution  to  charitable  causes 
on  the  basis  of  a  real  obligation  subsisting  between  members  of  different 
social  groups. 

Professor  Sumner  prefaces  his  argument  with  the  assertion  that  "cer- 
tain ills  belong  to  the  hardships  of  human  life.  They  are  natural. 
They  are  part  of  the  struggle  with  Nature  for  existence.  We  cannot 
blame  our  fellow-men  for  our  share  of  these.  .  .  .  Certain  other  ills 
are  due  to  the  malice  of  men,  and  to  the  imperfections  or  errors  of 
civil  institutions.  These  ills  are  an  object  of  agitation  and  a  subject 
of  discussion.  The  former  class  of  ills  is  to  be  met  only  by  manly 
effort  and  energy ;  the  latter  may  be  corrected  by  associated  effort."^^ 
As  a  statement  of  human  ills,  their  origin  and  their  remedy,  the  above 
is  hardly  adequate.  Suppose  we  put  it  this  way:  certain  ills  are  in- 
herent in  the  individual,  and  are  aggravated  or  mitigated  by  the  physi- 
cal circumstances  surrounding  him;  certain  other  ills  are  external  to 
the  individual,  consisting  in  his  environment,  and  their  baneful  effect 
is  diminished  or  augmented  according  as  the  individual's  constitution  is 
inherently  strong  or  weak.  The  two  forces  interact.  Nor  is  it  a  ques- 
tion of  "blaming  our  fellow-men"  for  either  of  these  classes  of  ills. 
Professor  Sumner  has  conceived  this  question  in  altogether  the  wrong 
light.  To  find  the  true  solution,  the  problem  must  be  approached 
from  an  entirely  different  point  of  view. 

First  the  question  must  be  answered.  What  is  the  good  in  society.'' 
What  is  the  goal  toward  which  this  vast  social  organism  is  consciously 
or  unconsciously  moving?  The  answer  should  be  simple.  Society  is 
no  more  than  an  aggregation  of  individuals,  each  with  his  own  longings, 
desires,  and  aspirations.  Oftentimes  these  various  motives  to  conduct 
cause  conflict.  What  then  is  to  be  the  criterion  of  action?  Clearly 
none  other  than  the  greatest  good  of  the  greatest  number, — the  fulfil- 
ment of  a  maximum  of  human  interests, — what  we  may  call,  if  we  are 
careful  to  remember  what  we  mean  by  the  word,  happiness.  But  how  is 
this  greatest  happiness  of  the  greatest  number  to  be  realized?  Here 
Professor  Sumner  has  a  word :  "Every  man  and  woman  in  society  has 
one  big  duty.  That  is,  to  take  care  of  his  or  her  own  self.  This  is  a 
social  duty.  For,  fortunately^,  the  matter  stands  so  that  the  duty  of 
making  the  best  of  one's  self  individually  is  not  a  separate  thing  from 
the  duty  of  filling  one's  place  in  society,  but  the  two  are  one,  and  the 
latter  is  accomplished  when  the  former  is  done."^"  "Making  the  best  of 
one's  self," — what  does  the  man  mean  by  this  phrase?     If  he  means 

18  Sumner,  op.  cit.,  p.  39. 

■^9  Ibid.,  pp.  17-18. 

20  Ibid.,  op.  cit.,  p.  113. 
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that  every  man  should  make  the  ends  of  his  action  identical  with  that 
which  will  bring  the  greatest  happiness  to  the  greatest  possible  num- 
ber of  his  fellow-beings,  we  are  in  perfect  accord.  But  if  he  means — 
and  this,  we  have  reason  to  believe,  is  the  correct  interpretation  to  be 
placed  on  his  words — that  every  man  should  so  direct  his  life  as  to  se- 
cure the  satisfaction  of  all  those  desires  and  impulses  that  will  bring 
to  him  the  greatest  possible  pleasureable  experience,  and  this  quite 
without  reference  to  the  effects  of  his  action  on  the  happiness  and  wel- 
fare of  others,  we  must  promptly  take  issue. 

It  is  all  very  well  to  suppose  that  the  ends  of  action  of  a  multitude 
of  human  beings,  each  seeking  the  satisfaction  of  desires  and  impulses 
that  will  bring  to  him  pleasure,  should  somehow  be  symphonized  into 
one  great  heavenly  harmony,  but  this  is  seldom  if  ever  the  case.  When 
a  number  of  men  want  the  same  thing,  and  this  thing,  or  things  like  it, 
is  limited  either  in  quantity  or  in  capability  of  rendering  human  satis- 
faction, a  conflict  is  sure  to  ensue.  All  of  the  men  in  question  view 
their  action  not  from  a  social  but  from  a  purely  individual  standpoint. 
The  idea  obsessing  their  minds  is,  not  how  this  thing  can  bring  the 
greatest  possible  happiness  to  society,  but  how  it  can  bring  the  great- 
est possible  pleasure  to  themselves. 

Admitting  the  existence  of  conflict  between  the  pleasureable  ends  of 
a  number  of  individuals,  we  are  confronted  with  the  alternative  of 
either  reconciling  in  some  way  these  opposing  forces,  or  allowing  them 
to  take  their  course  unhampered.  Suppose  we  choose  the  latter:  the 
strongest  wins  and  the  devil  take  the  hindmost !  This  is  individualism 
at  its  best  and  supporters  of  this  doctrine  claim  for  it  the  sanction  of 
the  divine  law  of  nature.  But  what  in  the  meantime  has  become  of  our 
summum  honum, — the  greatest  possible  happiness  of  the  greatest  pos- 
sible number.''  The  man  of  strength  who  emerges  victorious  from  the 
struggle,  having  obtained  the  object  of  his  desire,  uses  it  for  his  own 
satisfaction  in  a  manner  wholly  independent  of  the  welfare  of  others. 
His  self-seeking  conduct  may  encroach  considerably  on  the  happiness 
of  others,  it  may  encroach  little  thereon,  or  it  may  not  encroach  at  all. 
Should  it  encroach  only  a  little,  or  more  on  some  men  than  on  others, 
the  individualist  will  argue,  what  more  could  be  expected?  Here  is 
your  greatest  happiness  of  the  greatest  number  already  achieved !  In- 
dividualism as  a  social  philosophy  has  vindicated  itself.  There  is  a 
side  to  man's  make-up,  however,  which  the  individualist  in  his  super- 
ficial estimate  of  human  nature  has  entirely  failed  to  take  into  ac- 
count. This  is  man's  sense  of  unity  with  his  fellow-beings, — esprit  de 
corps  or  social  will  as  it  is  variously"  called, — and  it  is  daily  seen  to 
become  a  more  and  more  important  factor  in  the  regulation  of  conduct. 
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Mill  recognized  its  importance  in  the  following  passage  of  his  essay  on 
Utilitarianism. 

"The  social  state  is  at  once  so  natural,  so  necessary,  and  so  habitual  to 
man,  that  except  in  some  unusual  circumstances  or  by  an  effort  of  voluntary 
abstraction,  he  never  conceives  himself  otherwise  than  as  a  member  of  a 
body.  .  .  .  Any  condition,  therefore,  which  is  essential  to  a  state  of  society 
becomes  more  and  more  an  inseparable  part  of  every  person's  conception  of 
the  state  of  things  he  is  born  into  and  which  is  the  destiny  of  a  human 
being.  ,  .  .  Not  only  does  all  strengthening  of  social  ties,  and  all  healthy 
growth  of  society,  give  to  each  individual  a  stronger  personal  interest  in 
practically  consulting  the  welfare  of  others ;  it  also  leads  him  to  identify 
his  feelings  more  and  more  with  their  good,  or  at  least  with  an  even  greater 
degree  of  practical  consideration  for  it.  He  comes,  as  though  instinctively, 
to  be  conscious  of  himself  as  a  being  who  of  course  pays  regard  to  others. 
The  good  of  others  becomes  to  him  a  thing  naturally  and  necessarily  to  be 
attended  to,  like  any  of  the  physical  conditions  of  our  existence."^^ 

The  most  significant  word  in  the  above  passage  is  one  which  Mr. 
Mill  himself  has  italicized;  it  is  "feelings."  What  does  this  mean,  if 
not  that  the  happiness  of  the  individual  and  of  society  are  to  be  con- 
sidered identical.^  Man's  highest  happiness  is  to  realize  in  himself  the 
full  expression  of  the  organic  social  will.  This,  too,  is  the  goal  of  society 
of  which  we  were  speaking:  to  have  in  each  individual  a  focus  of  the 
general  will,  a  reproduction  in  miniature  of  those  motives  and  springs 
to  action  that  result  in  the  furtherance  of  an  organic  social  welfare. 

No  obligation,  therefore,  rests  upon  me  to  come  to  the  aid  of  others 
less  fortunate  than  myself,  if  self-love  is  to  be  the  end  and  aim  of  all 
my  action  (unless,  perchance,  an  acute  sense  of  the  aesthetic  causes  me 
to  be  irritated  at  the  sight  of  others'  misfortune) .  But  if  I  am  to  iden- 
tify my  happiness  with  the  happiness  of  the  other  human  beings  with 
whom  I  share  life  on  this  planet,  a  very  definite  obligation  presents 
itself  to  me.  My  action,  if  it  is  to  be  directed  with  regard  for  the 
happiness  of  others  as  of  myself,  must  not  only  refrain  from  interfer- 
ing with  those  conditions  which  make  possible  the  happiness  of  others, 
that  is,  the  full  expression  of  the  individual-social  self,  but  must  strive, 
where  such  conditions  are  not  present,  to  bring  them,  in  part  measure 
at  least,  to  pass. 

This  is  the  very  raison  d'etre  of  modern  charity.  The  blind,  the 
crippled,  the  defective,  the  feeble-minded,  the  insane,  the  incurably  dis- 
eased, the  aged,  and  others  in  a  similar  condition  are  those  who  through 
accident  or  the  work  of  nature  have  become  permanently  disbarred  from 
a  complete  self-realization.  An  obligation  rests  upon  me,  as  a  member 
of  society,  to  extend  to  these  the  aid  that  will  enable  them  to  enjoy  the 

21  J.  S.  Mill,  "Utilitarianism,"  eh.  ill,  pp.  29-30  (Everyman's  edition).  The  italics 
are  his  own. 
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greatest  possible  happiness  under  the  circumstances.  The  orphan,  the 
friendless,  the  ignorant,  the  maltreated,  the  under-nourished,  the  sick, 
and  others  of  their  kind  are  those  who  through  negligence  or  "the 
malice  of  men"  are  for  the  time  kept  from  a  full  enjoyment  of  happi- 
ness. An  obligation  rests  upon  me,  as  a  member  of  society,  to  extend 
to  these  the  aid  that  will  in  the  course  of  time  enable  them  to  realize 
more  perfectly  the  desires  and  aspirations  of  the  individual-social  self. 
Granting  the  premises  of  this  argument,  the  existence  of  such  a  moral 
obligation  can  in  no  way  be  denied. 

There  remains  one  more  possible  objection  to  contributions  for  phil- 
anthropic purposes  and  that  is  to  be  found  in  the  words  with  which 
Professor  Sumner  expresses  his  repugnance  toward  "charity  in  its 
broad  and  popular  sense."  By  this  doubtless  he  means  to  censure  the 
indiscriminate  giving  of  alms,  and  with  this  sentiment  every  well-in- 
formed student  of  social  welfare  will  heartily  agree.  Although  it  may 
possibly  be  an  exaggeration  to  say  that  such  an  unintelligent  practice 
of  charity  is  "the  next  most  pernicious  thing  to  vice,"  those  familiar 
with  the  results  of  such  action  will  regard  this  expression  as  more  or 
less  pardonable.  The  sums  tabulated  in  the  "chart  for  givers"  do  not 
represent  what  each  man  should  give  each  week  to  the  beggar  on  the 
street  corner.  Their  purpose  is  to  discourage  indiscriminate  alms- 
giving and  to  provide  a  channel  whereby  every  citizen  who  has  a  "heart 
and  a  dollar"  may  give  for  charity  with  the  assurance  that  his  money 
will  go  towards  the  aid  of  those  who  for  some  good  reason  are,  per- 
haps only  for  the  time  being,  unable  to  help  themselves.  It  is  said  that 
charity  has  a  bad  name  in  the  eyes  of  some  people.  If  this  is  true,  noth- 
ing will  go  farther  towards  redeeming  it  than  a  public  demonstration 
of  what  organized  effort,  efficiently  and  economically  directed,  is  able 
to  accomplish. 

The  thought  to  be  carried  away  from  a  perusal  of  this  essay  is  not 
"What  Can  a  Man  Afford?"  It  is  rather,  what  should  I,  a  member  of 
society,  contribute  to  make  possible  for  those  who  through  no  fault  of 
their  own  are  unable  to  realize  the  elemental  joys  of  life,  a  more  com- 
plete realization  of  all  that  is  at  one  with  society  in  the  individual  self.'' 
What  criterion  is  to  be  consulted :  my  own  self-seeking  pleasures  or  the 
happiness  of  that  great  multitude  of  fellow-beings  called  "society,"  in 
which  I  live  and  move  and  have  my  being.''  And  in  which  way  lies  the 
greater  true  happiness  for  myself? 
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THE  CRISIS  OF  1920  IN  THE  UNITED  STATES: 
A  QUANTITATIVE  SURVEY 

By  Warren  M.  Persons 
Harvard  University 

In  November,  1918,  our  industries  were  straining  to  meet  war 
demands ;  the  government  was  regulating  foreign  trade,  building 
ships,  running  the  railroads,  and  issuing  bonds ;  and  commodity 
prices  had  reached  a  level  more  than  twice  that  of  1913.  Upon 
the  ending  of  the  war  many  careful  observers  predicted  a  collapse 
of  prices  and  disorganization  of  industry.  During  the  first  three 
or  four  months  after  the  Armistice  security  prices  did  recede 
somewhat,  commodity  prices  fell  about  5  per  cent  on  the  average, 
and  business  was  dull,  but  there  was  not  a  collapse.  In  the  spring 
of  1919  an  enormous  foreign  demand  for  goods  and  post-war 
buying  of  our  own  population  combined  to  start  an  unprecedented 
rise  of  commodity  prices  and  a  tremendous  upswing  in  business 
activity.  The  rising  tide  of  business  in  1919  Avas  first  preceded 
and  then  accompanied  by  rising  stock  prices.  The  expansion  of 
business  and  the  increase  of  prices  were  facilitated  by  low  money 
rates.  The  continuance  of  low  commercial  rates  throughout  1919 
was  made  possible,  directh^,  by  the  policy  of  the  Federal  Reserve 
Board  in  holding  rediscount  rates  on  a  level  with  the  rate  on 
Liberty  bonds  and,  indirectly,  by  the  financial  requirements  of  the 
government  which  dictated  this  policy. 

In  November,  1919,  following  six  months  of  rapidly  expanding 
business,  the  federal  reserve  banks  increased  the  rediscount  rates 
slightly.  The  change  in  rates  was  significant  not  in  itself  but 
because  it  indicated  a  change  of  federal  reserve  policy.  The  only 
immediate  effect  of  the  rates  was  a  break  in  security  prices,  a 
break  inaugurating  a  bear  market  which  was  to  continue  through 
1920  and  the  first  half  of  1921. 

During  the  autumn  and  winter  of  1919-20  business  expansion 
continued  at  a  feverish  pace  and  commodity  prices  increased 
month  after  month  at  an  unprecedented  rate.  It  was  not  until 
May,  1920,  when  the  index  of  the  Bureau  of  Labor  Statistics 
reached  272,  that  the  upward  movement  was  checked  and  a  down- 
ward swing  definitely  inaugurated.  Meanwhile  the  federal  reserve 
banks  had  increased  the  rediscount  rates  bit  by  bit  until  the  maxi- 
mum rate  of  7  per  cent  was  attained  in  June. 
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The  crisis  of  1920,  like  every  other  crisis,  caught  the  great 
majority  of  business  men  unprepared.  Purchasers  were  doubling 
and  trebling  orders  with  the  object  of  securing  deliveries  of  the 
normal  amounts,  sellers  were  boosting  prices,  expanding  opera- 
tions, and  enlarging  inventories.  Salesmen  in  nearly  all  lines 
were  confident  that  flush  times  would  continue  indefinitely.  The 
statement  of  a  clothing  manufacturer  made  late  in  May  is  quite 
typical  of  the  general  attitude  of  the  time.  He  said  "price  cut- 
ting in  clothing  is  mistaken  and  nothing  short  of  a  nation-wide 
cataclysm  could  prevent  prices  next  autumn  averaging  30  per 
cent  above  those  of  spring,"  and  that  "increased  production  alone 
can  bring  down  costs  and  retail  selling  must  be  governed  by 
initial  costs."  The  cataclysm  came — and  with  it  the  adjustment 
of  costs  to  selling  prices  instead  of  selling  prices  to  costs. 

Wholesale  Prices 

The  prices  of  cattle,  hides,  pork,  and  cottonseed  oil  culminated 
in  the  autumn  of  1919,  and  the  price  of  silk  in  New  York  began  to 
decline  in  January,  1920.  Corn,  cotton,  sugar,  and  wheat  turn- 
ed downward  in  April  and  May,  textiles  began  their  decline  in 
June,  while  iron,  steel,  and  bituminous  coal  did  not  culminate  until 
late  in  the  year.  The  decline  in  general  commodity  prices  during 
the  thirteen  months  ending  with  June,  1921,  was  sharpened  beyond 
all  precedent.  The  situation  is  shown  by  Chart  1.  The  index 
of  the  Bureau  of  Labor  Statistics  fell  from  272  to  148,  or  46  per 
cent ;  Bradstreet's  fell  from  $20.87  to  $10.62  or  49  per  cent ;  while 
the  index  based  upon  ten  leading  commodities,  chosen  because 
they  are  varied  in  nature,  important  in  industry  and  unusually 
sensitive  in  price,  fell  from  277  to  107,  or  61  per  cent.  The 
drastic  decline  in  commodity  prices  revealed  by  these  figures 
means  that  the  business  houses  and  banks  of  this  country  have 
been  subject  to  great  financial  strain.  Although  there  was  no 
breakdown  in  credit,  the  drastic  fall  of  commodity  prices  caused 
the  failure  of  a  large  nimiber  of  business  concerns  and  forced 
others  into  the  hands  of  their  bankers. 

Another  index  that  shows  what  happened  to  one  class  of  prices 
in  1920  is  the  Abcrthaw  index  of  building  costs.  The  cost  of 
constructing  a  standard  reinforced  concrete  factory  building  on 
July  1,  1920,  relative  to  the  cost  in  1914  was  265.  Since  that 
date  there  has  been  a  steady  decline  to  153  on  December  1,  1921. 
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Chart  I. — The  (A)  Ten  Commodity  Price  Index  of  Business  Cycles  Compared  with  the  (B) 
Price  Index  of  the  United  States  Bureau  of  Labor  Statistics  for  All  Commodities  and  with  (C) 
Bradstreet's  General  Index  of  Commodity  Prices,  Monthly,  1914-21. 

{Average for  iqij-joo) 
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In  other  words,  the  decline  in  the  actual  cost  of  building  from  the 
high  point  of  1920  is  about  the  same  as  that  in  general  wholesale 
prices. 

The  price  relationships  among  various  commodities  and  groups 
of  commodities  are  now,  after  the  price  upheaval  accompanying 
the  war  and  the  drastic  declines  of  1920-21,  strikingly  different 
from  those  of  1913  and  other  pre-war  years.  Grain,  live  stock, 
meat  products,  hides,  leather,  and  metals  are  relatively  cheap 
compared  with  textiles,  coal,  and  building  materials.  This  dis- 
location seriously  curtails  the  purchasing  power  of  important 
groups  of  consumers. 

Unusual  or  abnormal  as  the  present  situation  seems  on  the 
surface,  similar  situations  have,  nevertheless,  been  recurrent  in 
the  past.  The  price  situation  of  the  present  period  of  business 
depression  differs  from  that  of  similar  periods  of  the  past  in 
degree  rather  than  in  kind,  while  the  relatively  low  price  at 
present  of  many  raw  materials  and  of  other  articles  used  in  pro- 
duction is  a  favorable  circumstance  for  manufacturing  activity. 

Two  types  of  changes  are  always  taking  place  in  the  price 
movement  of  individual  commodities.  The  first  is  the  long-time 
change,  which  means  that  a  single  commodity  is  becoming  cheaper 
or  dearer  during  a  number  of  years.  The  long-time  trends  of  the 
prices  of  different  commodities  differ  greatly ;  some  tend  to  rise 
rapidly,  others  slowly,  some  to  decrease.  The  result  of  these 
differences,  over  a  number  of  years,  is  to  change  radically  price 
relationships ;  certain  commodities,  for  instance,  growing  dearer, 
command  in  exchange  larger  and  larger  amounts  of  those  growing 
cheaper. 

The  second  type  of  change  is  the  fluctuation  accompanying 
the  business  cycle,  that  is,  low  prices  for  most  commodities  in 
times  of  depression,  and  high  prices  in  times  of  prosperity.  This, 
likewise,  affects  commodities  unequally;  certain  of  them  fluctuate 
violently,  others  only  slightly,  from  times  of  prosperity  to  times 
of  depression.  Like  depressions  of  the  past,  today's  depression 
has  created  great  disparities  in  commodity  price  relationships 
when  compared  with  those  of  a  period  of  business  expansion. 
Thus,  many  raw  materials  are  relatively  cheap  compared  with 
finished  products ;  whereas  during  the  months  of  prosperity  pre- 
ceding the  crisis  of  1920  the  reverse  relationship  generally  ob- 
tained. 

The  extent  of  the  price  decline  which  occurred  in  1920-21  was 
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unparalleled ;  the  irregularity  of  the  decline,  however,  in  which 
certain  basic  commodities  reached  very  much  lower  points  than 
did  commodities  in  general,  is  "normal"  for  a  period  of  business 
recession.  Only  the  degree  of  the  irregularity  is  unusual.  The 
price  situation  in  which  we  now  find  ourselves  in  1921,  therefore, 
is  not  unprecedented.  Rather,  it  is  a  situation  to  be  expected  in 
the  present  phase  of  the  business  cycle.  Price  changes  are  in 
prospect,  as  they  always  are  in  prospect ;  it  is  probable  that  the 
prices  of  certain  groups  of  commodities  will  advance  very  much 
more  than  will  the  prices  of  other  groups,  as  always  occurs  when 
business  is  rising  from  the  trough  of  depression.  Our  analysis 
leads  us  to  the  conclusion,  consequently,  that  although  many 
considerable  price  changes  have  occurred  and  others  are  in  pros- 
pect, the  present  maladjustment  of  prices  is  merely  the  result 
of  a  somewhat  greater  disturbance  than  is  usual  in  the  present 
phase  of  the  business  cycle.^ 

Wages  and  Cost  of  Living 

During  1919-20  wage  rates  increased  as  promptly  and  largely 
as  the  cost  of  living.  Between  May,  1919,  and  May,  1920,  the 
rates  of  union  wages  per  hour  increased  from  155  to  199,  relative 
to  rates  in  May,  1913,  as  100;  the  rates  of  wages  per  full  time 
week  increased  from  148  to  189.^  During  the  same  interval  the 
retail  prices  of  22  articles  of  food  increased  from  185  to  215 
relative  to  the  average  for  1913  as  100.^  The  cost  of  living 
figures  compiled  by  the  United  States  Bureau  of  Labor  Statistics 
increased  from  177  in  June  1919,  to  217  in  June,  1920.'  That 
is  to  say,  during  the  year  of  expansion  from  the  spring  of  1919 
to  the  spring  of  1920  union  wage  rates  increased  nearly  30  per 
cent,  retail  food  prices  16  per  cent,  and  the  cost  of  living  about 
23  per  cent. 

In  September,  1921,  (the  last  month  for  which  figures  are  avail- 
able at  this  writing)  the  Bureau's  index  of  the  cost  of  living  in 
the  United  States  was  precisely  the  same  as  that  of  June,  1919, 
namely  177."  Among  the  five  items  of  the  budget  (food,  clothing, 
housing,  fuel  and  light,  furniture  and  furnishings,  and  miscella- 

^Special  Letter  (November  8,  1921)   of  the  Harvard  University  Committee 
on  Economic  Research  on  "The  Commodity  Price  Situation,"  pp.  1   and  7. 
^Monthly  Labor  Review,  March  1921,  p.  64. 
Uhid.,  February  1921,  p.  21. 
*Ihid.,  p.  61. 
*Ihid.,  November  1921,  p.  83. 
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neous)  food  shows  the  greatest  decline  from  the  peak  of  June, 
1920,  now  being  53  per  cent  above  the  figure  for  December,  1914. 
Housing,  fuel  and  light,  and  miscellaneous  items  have  been  stable 
for  the  past  year  while  food,  clothing,  and  furniture  have  declined 
in  price.  The  retail  prices  of  food  declined  from  the  maximum 
of  219  in  June,  1920,  to  the  minimum  of  144  in  June,  1921,  a 
figure  slightly  below  the  average  (146)  for  1917,  representing  a 
decrease  from  the  peak  of  nearly  35  per  cent. 

The  index   of  union  wage   rates   per   hour   actually  increased 
during  the  year  ending  May,  1921  (see  Table  I).      It  is  probable, 

I. — Relative  Union  Wage  Scales,  Retail  Prices  of  Food  and  Cost  of  Living 


1913 


1919 


1920 


1921 


Rates  of  wages  per  hour 

Retail  food  prices 

Cost  of  living 


100  (May) 
100  (year) 
100  (year) 


155  (May) 
184  (June) 
177  (June) 


199  (May) 
219  (June) 
217  (June) 


205  (May) 
153  (Sept) 
177  (Sept) 


II. — RELAxrvE  Cost  of  Living  in  the  United  States 
(Average  for  1913=100) 


June 
1919 

June 
1920 

May 
1921 

Sept. 
1921 

Food 

184.0 
214.5 
114.2 
145.6 
225.1 
173.2 

219.0 
287.5 
134.9 
171.9 
292.7 
201.4 

144.7 
222.6 
159.0 
181.6 

247.7 
208.8 

153.1 

Clothing 

192.1 

Housing     

160.0 

Fuel  and  light 

180.7 

Furniture 

224.7 

Miscellaneous 

207.8 

Total 

177.3 

216.5 

180.4 

177.3 

however,  that  rates  have  declined  since  last  spring,  that  non-union 
rates  have  declined  more  than  union  rates,^  and  that  an  index  of 
general  wage  rates  would  not  be  above  180  at  the  present  time. 
In  other  words  real  wage  rates  are  probably  at  about  their  1913 
level. 

The  Volume  of  Production 

The  total  physical  production  in  1919  in  the  United  States  of 
twelve  leading  crops,  constituting  more  than  four-fifths  of  the 
total  value  of  all  crops,  was  greater  than  for  any  previous  year 

'Ibid.,  p.  71.  The  American  Telephone  and  Telegraph  Co.'s  compilations 
show  a  reduction  in  earnings  of  about  25  per  cent  for  the  U.  S.  Bureau's 
figures  and  16  per  cent  for  those  of  the  New  York  Department  of  Labor. 
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except  1915  and  1912.'  The  figure  for  the  volume  of  crops  pro- 
duced in  1919  is  109.1  per  cent  of  the  average  for  1909-13.  If 
allowance  be  made  for  growth,  an  estimate  be  made  of  a  "normal" 
crop  for  1919,  and  the  actual  production  be  expressed  relative 
to  the  estimated  normal,  we  get  an  "adjusted  index"  of  96.5  per 
cent.*  In  other  words,  the  physical  volume  of  crops  produced  in 
1919  was  about  3.5  per  cent  below  normal.  In  1920  the  total  phys- 
ical production  of  the  twelve  leading  crops  reached  a  new  high 
record.  The  index  for  that  year  was  119.4  compared  with  the  aver- 

III — AxNUAL  Indices  of  the  Physical  Volume  of  Peoductiox 
(Average  for   1909-13=100) 


1918 


1919\ 


1920 


1921 


Agriculture.. . 

Mining 

Manufacture 

Agriculture.. . 

Mining 

Manufacture 


107 
136 
125 


109 
111 

114 


119 
124 
115 


(Estimated  "normar'=  100) 


96 
107 
104 


9/ 
85 
91 


103 
93 


99 


87 


age  for  1909-13  as  100.  The  adjusted  index  was  103.0.  Inl921  the 
unadjusted  index  for  agriculture  was  99.1  and  the  adjusted  index, 
86.5,  During  the  past  three  years,  therefore,  the  crop  output 
was  96.5,  103.0,  and  86:5,  respectively',  of  estimated  normal  for 
those  years.*  In  1921  there  is  a  very  large  corn  crop,  but  the 
leading  cash  crops,  cotton  and  wheat,  are  much  below  estimated 
normal. 

It  is  not  the  output  of  agriculture,  however,  but  of  mining  and 
manufacture  that  changes  with  the  business  cycle.  The  total 
output  of  ten  leading  minerals  in  1919  was  110.8  of  the  average 
production  for  1909-13,  compared  with  the  record  figure  of  135.6 
in  1918.  In  1920  there  was  a  recovery  to  123.9,  a  figure  which 
exceeds  that  of  ever}'  previous  year  except  the  three  war  years 
1916,  1917,  and  1918.  Compared  with  estimated  normal  the 
production  of  1919  and  1920,  respectively,  was  85.2  per  cent 
and  93.2  per  cent.  In  the  upward  swing  of  1919-20  the  produc- 
tion of  minerals   in   general   did   not   reach   maximum   until   the 

'See  an  "Index  of  the  Physical  Volume  of  Production,"  E.  E.  Day,  Review 
of  Economic  Statistics,  September  1920,  p.  10. 

Ubid.,  p.  14. 

•See  the  Review  of  Economic  Statistlm  for  February  1921,  pp.  37-39,  for 
estimates  of  the  volume  production  for  1920. 
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second  half  of  1920.  Since  the  autumn  of  1920  the  monthly 
production  of  coal,  iron,  copper,  and  other  minerals  has  declined 
greatly.  The  production  in  the  first  ten  months  of  1921  of  the 
most  important  minerals,  bituminous  coal  and  pig  iron,  constitut- 
ing together  more  than  half  of  the  value  of  all  minerals  included 
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Chart  II. — The  Index  of  the  Volume  of  Manufacture  for  Eight  Industrial  Groups  Combined 
(iron  and  steel,  lumber,  paper,  petroleum,  textiles,  leather,  food  and  tobacco).  Monthly,  1919-21. 

in  the  index,  was  85  per  cent  and  53  per  cent,  respectively,  of  the 
production  for  the  first  ten  months  of  1919.  The  mineral  output 
of  the  United  States  in  1921,  therefore,  will  probably  reach  a  new 
low  record  relative  to  estimated  normal. 

Much  more  significant  than  annual  indices  of  the  volume  of 
manufacture  are  the  monthly  indices  which  have  been  constructed 
by  Professor  E.  E.  Day.  Chart  II  shows  his  combined  index  based 
upon  figures  for  the  iron  and  steel,  lumber,  paper,  petroleum, 
textile,  leather,  food,  and  tobacco  industries. 

"The  index  discloses  clearly  the  extent,  as  well  as  the  timing,  of 
the  fluctuations  of  manufacturing  output  since  January,  1919. 
The  slump  following  the  Armistice  reduced  production  nearly  15 
per  cent  below  the  1919  average.     The  succeeding  boom  carried 
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it  18  per  cent  above  this  average.  The  depression  of  recent 
months  has  been  a  more  extreme  movement.  From  January  to 
June,  production  ran  consistently  between  20  and  25  per  cent 
below  the  1919  average  and  in  July  it  touched  the  lowest  point 
recorded,  of  31.5  per  cent  below."" 

Examination  of  the  figures  for  the  individual  groups  shows 
that  there  are  differences  in  the  timing  of  the  significant  move- 
ments of  the  production  of  various  industries.  "Thus  the  leather 
group  was  the  first  to  experience  the  larger  cyclical  reaction  after 
passing  the  post-armistice  sag.  As  early  as  November-Decem- 
ber, 1919,  production  in  this  group  was  receding.  The  food 
group  followed  suit  almost  immediatel3\  Textiles  broke  in  May. 
Upon  the  other  hand,  the  most  important  group  of  all,  iron  and 
steel,  after  a  temporary  relapse  in  April,  ran  production  upon  a 
high  level  until  October,  1920.  The  paper  group  likewise  suffer- 
ed no  marked  decline  until  November.  And  the  petroleum  trade 
did  not  show  weakness  until  mid-winter." 

"Similar  differences  appear  in  the  periods  at  which  the  several 
groups  of  industries  reached  and  passed  the  trough  of  the  prevail- 
ing depression.  The  textile,  lumber,  leather,  and  tobacco  groups 
apparently  touched  bottom  between  last  December  and  February. 
All  of  these  except  leather  have  since  returned  nearly,  if  not  fully, 
to  the  average  level  of  1919.  The  petroleum  trade  showed  pro- 
duction well  above  the  1919  average  even  after  its  mid-winter 
weakness.  Only  iron  and  steel  and  paper,  the  last  two  to  decline, 
failed  to  turn  the  corner  toward  recovery  during  the  first  six 
months  of  the  year."" 

Comparison  of  prices  and  production  of  commodities  in  1919- 
21  shows  agreement  in  the  general  movements  of  the  two.  Prices 
and  production  rose  to  a  maximum  in  the  spring  of  1920.  Exor- 
bitant prices,  maximum  unfilled  orders,  and  the  cry  of  "under- 
production" were  leading  features  of  the  situation  immediately 
preceding  the  crisis.  Then  the  market  broke,  orders  were  can- 
celled, stocks  accumulated  and  both  prices  and  production  fell 
precipitately  to  a  minimum  in  the  spring  of  1921.  In  the  autumn 
of  1921  the  volume  of  manufacture  increased,  but  to  a  point  20 
per  cent  below  the  1919  average. 

The  figures  for  the  average  volume  of  manufacture  during  the 

^"Special  Letter  of  the   Harvard   University   Committee   on   Economic   Re- 
search for  September  23,  p.  3. 
"Ibid.,  pp.  4-6. 
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first  nine  months  of  1921  and  1920,  relative  to  the  volume  for 
the  corresponding  period  in  1919  as  100,  are  80  and  111,  respect- 
ively." For  manufacture,  as  for  mining,  it  is  probable  that  the 
complete  figures  for  1921  will  show  output  relative  to  estimated 
normal  at  a  new  low  record.  The  montlily  figures  up  to  October 
indicate,  however,  that  after  a  sidewise  movement  in  the  summer 
of  1921  both  prices  and  production  are  now  showing  an  unmis- 
takable though  halting  tendency  to  rise  from  the  depths  of  de- 
pression. 

The  Volume  of  Domestic  and  Foreign  Trade 

The  dollar  value  of  domestic  trade  for  the  first  eleven  months 
of  1921,  as  revealed  by  bank  clearings  of  190  cities  excluding 
New  York  City,  shows  decreases  of  22  per  cent  and  10  per  cent, 
compared  with  the  corresponding  periods  of  1920  and  1919, 
respectively.''  This  decline  in  1921  is  of  course  primarily  the 
result  of  the  collapse  of  prices.  Much  more  significant  than  the 
change  in  the  value  of  domestic  trade  is  the  change  in  physical 
volume.  An  index  of  the  physical  volume  of  goods  moving  is 
available  in  the  figures  for  freight  car  loadings.  In  1921  the 
shipments  of  grain  and  grain  products,  merchandise,  and  "less 
than  carload  lots"  are  greater  than  in  1920  while  the  shipments 
of  coal,  coke,  and  forest  products  are  very  much  less  than  in  1920. 
The  numbers  of  freight  cars  loaded  during  the  first  48  weeks  of 
1921,  1920,  and  1919,  are,  respectively,  37,200,000,  43,000,000, 
and  39,500,000.  That  is,  freight-car  loadings  for  the  first  eleven 
months  of  1921  and  1920  are  94  and  109  per  cent,  respectively, 
of  those  for  the  corresponding  period  of  1919.  Comparing  these 
indices  of  the  volume  of  freight  moved  with  the  indices  of  the 
volume  of  manufacture,  quoted  above,  we  find  that  manufacture 
and  transport  of  goods  increased  11  and  9  per  cent,  respectively, 
in  1920  compared  with  1919  and  decreased  28  and  13  per  cent, 
respectively,  in  1921  compared  with  1920.  In  other  words,  it 
appears  that  the  manufacture  of  goods  declined  very  much  more 
after  the  crisis  of  1920  than  the  distribution  of  goods. 

Total  sales  of  the  two  leading  mail-order  houses,  Sears- 
Roebuck  and  Montgomery  Ward,  for  the  first  ten  months  of 
1921   were  $206,000,000   compared   with   $301,000,000   for   the 

"These  figures  are  the  averages  of  the  monthly  indicies  of  production 
relative  to  corresponding  period  for  1919  as  100.  See  Special  Letter  of 
November  26,  1921. 

"Commercial  and  Financial  Chronicle,  December  10,  1921,  p.  2435. 
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corresponding  period  of  1920,  a  decline  of  32  per  cent.  The 
sales  of  five  leading  "chain"  stores  actually  increased  over  4.3 
per  cent  during  the  same  period.  The  sales  of  department  stores, 
reporting  to  the  federal  reserve  banks,  for  the  four  months  July- 
October,  1921,  were  12.4  per  cent  less  than  for  the  corresponding 
period  of  1920.  A  fair  inference  from  these  figures  seems  to  be 
that,  considering  the  price  declines  of  the  year,  the  volume  of 
goods  being  distributed  by  retail  is  not  far  below  that  of  a  year 

14 

ago. 

The  subject  of  foreign  trade  occupies  a  leading  place  in  current 
discussions  of  the  business  situation.  Many  writers  hold  that 
the  large  volume  of  our  foreign  trade  in  1919  was  mainly  respon- 
sible for  our  business  prosperity  in  that  year  and  that  the  recent 
decline  of  our  foreign  trade  is  largely  responsible  for  the  present 
depression. 

In  1919  our  total  foreign  trade  reached  the  record  figure  of 
$12,154,000,000,  with  merchandise  exports  at  $8,161,000,000  and 
imports  of  $3,393,000,000.''  Despite  the  decline  of  prices  in 
1920,  our  foreign  trade  reached  a  new  record  figure  of  .$13,711- 
000,000  with  merchandise  exports  of  $8,343,000,000  and  im- 
ports of  $5,368,000,000."  The  figures  for  1921  show  a  spectac- 
ular decline  in  values.  During  the  first  ten  months  of  1921  our 
total  foreign  trade  has  averaged  little  more  than  half  of  the 
1920  monthly  average.  The  value  of  goods  imported  turned 
downward  definitely  in  September,  1920,  but  a  significant  decline 
in  exports  did  not  appear  until  February,  1921. 

To  determine   the   real   significance   of  this    reduction   of   our 

foreign  trade  to  about  one-half  of  its  former  value  indices  of  the 

physical   volume   of   exports   have   been   computed   by   Professor 

John  H.  Williams.      The  index  based  on  175  selected  commodities, 

representing  about  three-fourths  of  our  exports  in  1919,  "shows 

that  the  physical  volume  of  exports  in  1920  was  94.1  per  cent 

of  the  volume  exported  in  1919.      In  other  words,  there  was  a 

fall  of  5.9  per  cent  in  the  quantity  of  exports  last  year  compared 

with  the  year  before.     An  index,  similarly  constructed,  but  based 

on  50  selected  commodities  comprising  63  per  cent  of  the  exports 

in  1920,  shows  that  the  physical  volume  of  exports  in  the  first 

^*Bradstreet's,  December  3,  1921,  p.  791. 

"These    fip;ure.s    include    merchandise    and    silver.     See    Supplement    to    the 
Review  of  Economic  Statistics,  April  1920,  p.  5. 
"See  Supplement  to  the  Review,  July  1921,  p.  170. 
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three  quarters  of  this  year   (1921)   was  94.0  per  cent  of  the 
quantity  exported  in  the  same  period  last  year."" 

That  is  to  say,  the  increase  in  the  value  of  our  exports  in  1920 
over  1919  resulted  from  an  increase  of  prices  and  in  spite  of  a 
decline  of  about  6  per  cent  in  quantity,  whereas  the  "pronounced 
decline  of  our  export  trade  this  year  has  been  for  the  most  part 
but  the  expression  of  falling  prices.""  This  is  a  fact  of  the 
greatest  significance. 

Analysis  of  the  quantity  figures  for  merchandise  exports 
reveals  clearly  the  reason  for  the  moderate  decline  in  the  physical 
volume  of  exports  in  1921.  There  were  very  large  increases  in 
the  exports  of  agricultural  commodities  such  as,  corn,  wheat, 
lard,  cottonseed  oil,  barley,  and  rice,  so  that  in  1921  Europe 
bought  our  foodstuffs  in  great  physical  volume  than  ever  before. 
Cotton,  our  leading  export,  increased  6  per  cent  in  quantity 
although  it  decreased  63  per  cent  in  value,  while  wheat,  our  next 
most  important  export,  increased  82  per  cent  in  quantity  and 
only  4  per  cent  in  value  in  the  first  nine  months  of  1921  compared 
with  the  similar  period  of  1920. 

Pointing  out  the  stability  of  the  trade  balance  in  the  figures 
for  1920  and  1921,  Professor  Williams  justly  remarks,  "it  seems 
clearer  than  ever  that  there  will  be  no  radical  disturbance  of  the 
trade  balance  until  Europe  begins  the  payment  of  the  interest 
charges,  now  amouting  to  about  $522,000,000  a  year,  upon  our 
government's  credits  advanced  during  the  war  and  early  post-war 
period."' 

Credit  and  Banking 

At  the  end  of  November,  1918,  the  reserve  ratio  of  the  combined 
federal  reserve  banks  was  an  even  50  per  cent,  total  cash  reserves 
were  $2,120,000,000,  federal  reserve  notes  in  circulation  amount- 
ed to  $2,569,000,000,  the  minimum  rate  of  rediscount  was  4  per 
cent,  and  the  prevailing  rate  on  commercial  paper  was  6  per  cent. 
After  recovering  to  53.7  per  cent  on  June  6,  1919,  the  reserve 
ratio  declined  during  the  remainder  of  1919  and  until  the  spring 
of  1920,  when  the  ratio  reached  a  minimum  of  42.2  per  cent. 

Although  cash  reserves  and  the  reserve  ratio  reached  minimum 
in  the  spring  of  1920,  the  peak  of  expansion  of  the  banking  system 

"Special  Letter  of  the   Harvard   University   Committee   on   Economic   Re- 
search, December  10,  1921,  pp.  2-3. 
^Ibid.,  p.  3. 
"/bid.,  p.  6. 
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of  the  United  States  did  not  occur  until  late  autumn  of  that  year, 
as  is  evident  from  Chart  III.  The  maximum  expansion  of  loans 
and  investments  of  member  banks  was  reached  on  October  15.  On 
November  5  the  figures  for  total  earning  assets,  paper  discounted 
by  the  federal  reserve  banks,  and  accommodations  extended  to 
member  banks  reached  the  peak,  although  federal  reserve  notes 
in  circulation  did  not  reach  maximum,  $3,405,000,000,  until  De- 
cember 24,  1920. 

The  reserve  ratios,  before  interbank  accomodation,  of  the  vari- 
ous federal  reserve  banks  show  that  the  strain  was  felt  first  in 
the  East  (Boston,  New  York,  and  Philadelphia)  and  then  in  the 
West  and  South,  although  San  Francisco  has  only  been  slightly 
affected.  Recovery  has  been  in  reverse  order,  but  it  is  marked 
for  all  banks. 

During  1921  there  has  been  a  steady  decline  in  earning  assets, 
bills  discounted,  and  accommodations  to  member  banks.     The  re- 
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Chart  III. — Selected  Items  from  the  State- 
ments of  the  Combined  Federal  Reserve 
Banks,  at  the  end  of  each  month,  1919-21. 


Chart  IV. — Short  and  Time  Money  Rates 
in  New  York  City,  and  Average  Bond 
Yield,  Monthly,  1919-21. 


serve  ratio  has  risen  to  73  per  cent  and  total  cash  reserves  to 
three  billion  dollars. 

The  great  improvement  of  the  reserve  ratio  in  1921  has  been, 
primarily,  the  result  of  two  factors,  a  decrease  in  federal  reserve 


18  American  Economic  Association 

notes  and  a  remarkable  increase  in  gold  reserves.  During  the 
eleven  months  ending  with  November,  1921,  the  excess  of  gold 
imports  over  exports  was  over  638  millions,  an  average  of  $58,- 
000,000  per  month.  This  constitutes  a  new  high  record  of  net 
gold  imports.  In  the  years  1915  and  1916,  when  the  United 
States  was  receiving  a  flood  of  gold  from  Europe  for  war  orders, 
the  monthly  averages  were  only  $35,000,000  and  $44,000,000, 
respectively. 

Chart  IV  shows  the  reflection  in  money  rates  of  the  financial 
strain  of  1919-20.  Call  rates  in  New  York  reached  maximum  in 
November,  1919,  and  have  since  declined  quite  steadily.  The  rate 
on  60-90  day  commercial  paper,  registering  the  demands  of  busi- 
ness rather  than  speculation,  did  not  reach  the  maximum  of  8 
per  cent  until  August-November,  1920,  while  the  minimum  rate 
of  rediscount  of  the  New  York  Federal  Reserve  Bank  did  not 
reach  its  highest  point,  6  per  cent,  until  February,  1921. 

The  outstanding  feature  of  1921  is  the  declining  tendency  of 
all  rates,  a  tendency  especially  marked  since  the  middle  of  the 
year.  In  December  the  rate  on  commercial  paper  is  5  to  514 
•per  cent  and  the  minimum  rate  of  discount  of  the  various  federal 
reserve  banks  ranges  from  4^/0  to  51A  per  cent. 

Summary  and  Conclusion 

A  survey  of  the  events  preceding  and  following  the  crisis  of 
1920  reveals  the  presence  of  the  familiar  sequence  of  events  in 
business  cycles — rise  of  security  and  commodity  prices,  increased 
production,  money  strain,  reckless  expansion,  collapse  of  security 
and  commodity  markets,  cancellation  of  orders,  shrinkage  of 
inventories,  failures,  decreased  production,  business  stagnation, 
increasing  bank  reserves,  and  lower  money  rates.  The  difficulties 
which  business  encountered  in  1920  were,  in  the  main,  the  same 
sort  of  difficulties  that  business  had  encountered  in  previous 
crises.  But  there  were  some  new  elements  in  the  situation  which, 
in  some  cases,  added  to  the  embarrassments. 

The  general  rise  of  prices  in  1919-20,  unparalleled  in  peace 
times,  was  facilitated  by  government  bond  issues  and  the  machin- 
ery of  the  federal  reserve  system;  it  was  intensified  by  large  for- 
eign demands  for  goods  and  the  difficulties  of  changing  from  a 
war  to  a  peace  basis.  The  collapse  of  the  exchanges  added  new 
difficulties  to  concerns  engaged  in  foreign  trade.  High  taxes 
were    a    factor    contributing   to    insolvency   when   prices    turned 
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downward.  The  rates  of  surtax  levied  upon  large  incomes  have 
been  so  heavy  as  to  divert  investment  from  taxable  securities  to 
non-taxable  government  and  municipal  bonds.  These  are  fac- 
tors, however,  which  intensified  rather  than  caused  the  crisis  of 
1920. 

Let  us  appraise  the  situation  in  which  we  find  ourselves  at  the 
end  of  1921.  Are  there  elements  present  which  indicate  business 
revival  in  1922.''  Or,  are  we  facing  the  disappearance  of  our 
foreign  trade,  greatly  curtailed  purchasing  power  of  agricultural 
communities,  and  business  depression.''  The  significant  elements 
of  the  situation  which,  as  I  judge  them,  indicate  that  revival  ra- 
ther than  depression  is  probable  in  1922  are  the  following: 

1.  The  production  of  manufactured  articles  was  very  much 
curtailed  in  1920-21. 

2.  The  distribution  and  domestic  consumption  of  goods  dur- 
ing the  past  3'ear  were  considerably  greater  than  production. 

3.  The  decline  in  the  quantity  of  goods  exported  in  1921  was 
not  large.  The  exports  of  food  products  increased  materially. 
In  our  foreign  trade  figures  there  is  no  evidence  that  the  purchas- 
ing power  of  Europe  is  seriously  curtailed. 

4.  Real  wage  rates  per  hour  appear  to  be  about  the  same  as 
they  were  in  1913.  With  cost  of  living  at  177  per  cent,  wage 
rates  at  about  180  per  cent,  and  wholesale  prices  at  150  per  cent 
of  the  1913  figures,  and  the  downward  trend  of  wholesale  prices 
arrested  it  does  not  appear  that  a  general  downward  revision  of 
wages  is  called  for.  The  line  of  least  resistance  toward  rectifying 
the  present  price  maladjustment  is  an  increase  in  the  prices  of 
agricultural  products. 

5.  The  gold  reserves  of  the  federal  reserve  banks  have  greatly 
increased,  while  notes  in  circulation  and  accomodations  to  member 
banks  have  declined. 

6.  Money  rates  have  fallen  greatly ;  credit  is  available  and  is 
being  utilized  in  the  security  markets ;  bond  issues  find  ready  sale. 

7.  The  availability  of  credit  at  low  money  rates  combined 
with  a  volume  of  manufacturing  output  less  than  current  con- 
sumption and  a  fair  amount  of  foreign  trade  will  result  in  increas- 
ed business  activity  and  an  upward  movement  of  commodity 
prices  in  1922. 


THE  CRISIS  OF  1920  AND  THE  PROBLEM  OF  CONTROL- 
LING BUSINESS  CYCLES 

By  Wesley  C.  Mitchell 
New  School  for  Social  Research 

Interest  in  the  problem  of  controlling  business  cycles  itself 
fluctuates  with  the  condition  of  business.  In  periods  of  prosper- 
ity few  men  are  concerned  to  prevent  the  increasing  activity  from 
running  to  extremes  and  breeding  a  crisis.  During  the  crisis 
everyone  is  so  worried  by  what  tomorrow  may  bring  forth  that 
he  takes  thought  only  of  emergency  measures.  It  is  in  periods 
of  depression,  when  the  outlook  is  drab  rather  than  perilous  and 
when  business  men  have  leisure  thrust  upon  them,  that  cogitation 
upon  the  cause  and  the  cure  of  business  cycles  becomes  a  mass 
phenomenon.  Then  thousands  of  men  recall  their  earlier  experi- 
ences of  hard  times,  speculate  with  their  associates  about  the 
character  and  causes  of  such  seasons,  and  consider  schemes  for 
preventing  their  recurrence.  In  arranging  that  the  American 
Economic  Association  devote  the  opening  session  of  its  thirty- 
fourth  annual  meeting  to  a  consideration  of  the  crisis  of  1920  and 
its  lessons,  President  Hollander  is  seeking  to  take  at  its  flood 
this  tide  in  the  thoughts  of  men. 

My  share  in  the  program  is  greatly  facilitated  by  the  accom- 
plishments of  the  audience  and  the  character  of  the  preceding 
paper.  I  can  take  for  granted  intimate  knowledge  of  the  phenom- 
ena of  business  cycles,  a  refreshed  memory  of  the  peculiarities 
of  the  latest  crisis  and  depression,  and  critical  interest  in  the 
various  proposals  which  have  been  made  for  controlling  the  busi- 
ness cycle.  These  advantages  enable  me  to  dispense  with  prelim- 
inaries, to  jump  from  one  topic  to  another  without  stopping  to 
buld  bridges,  and  to  pass  lightly  over  details. 


Let  me  begin  with  a  few  words  about  the  possibility  of  solving 
the  problem  of  control  over  the  business  cycle.  No  competent 
student  of  the  subject  will  assert  that  the  rhythmical  alternations 
of  activity  and  stagnation  so  characteristic  of  modern  business 
can  be  entirely  eradicated  so  long  as  we  maintain  the  institutions 
of  the  money  economy.  We  do  not  know  what  measure  of  success 
can  ultimately  be  attained.  But  on  the  other  hand,  there  is 
nothing  in  current  theories  of  business  cycles  and  nothing  in  the 
economic  history  of  the  past  which  forbids  us  to  hope  that  by 
well-conceived  measures  we  can  mitigate  in  great  part  the  suffer- 


Controlling  Business  Cycles  21 

ings  which  we  undergo  at  present  in  consequence  of  booms  and 
depressions. 

Certainly  such  hopes  are  not  forbidden  by  the  theories  which 
trace  the  business  cycle  to  cosmic  causes  over  which  we  have  no 
prospect  of  exercising  control.  Suppose,  for  example,  that 
Professor  Henry  L.  Moore  definitely  establishes  his  hypothesis 
that  "the  planet  Venus  in  its  eight-yearly  periodic  motion  with 
respect  to  the  Earth  and  the  Sun"  is  the  cause  of  "eight-year 
generating  Cycles"  upon  our  planet,  and  that  these  "generating 
cycles"  constitute  "the  natural,  material  current  which  drags 
upon  its  surface  the  lagging,  rhythmically  changing  values  and 
prices  with  which  the  economist  is  more  immediately  concerned"' 
— suppose,  I  say,  that  this  hypothesis  is  proven  to  be  valid,  still  it 
does  not  follow  that  we  shall  remain  forever  helpless  victims  of 
the  business  cycle.  For  though  we  cannot  alter  the  behavior  of 
Venus,  we  could  hope  to  counteract  the  effect  of  this  behavior  upon 
our  fortunes  by  prudent  management  of  processes  which  are 
subject  to  control.  Though  we  cannot  arrest  the  terrestrial  sea- 
sons in  their  course,  we  do  offset  their  influence  sufficiently  to 
avoid  freezing  to  death  in  winter. 

Nor  need  the  long  list  of  crises  in  the  past  quash  our  hopes. 
Business  cycles  have  run  a  tolerably  regular  course  in  the  United 
States  for  a  century  and  in  older  nations  for  a  longer  period. 
But  it  is  not  inevitable  that  what  has  happened  will  repeat  itself 
indefinitely.  Indeed,  this  very  history  when  examined  closely 
offers  strong  encouragement  to  efforts  at  changing  the  course 
of  business  developments.  For  among  the  changes  that  have 
taken  place  in  the  character  of  business  cycles  are  certain  changes 
due  to  the  purposeful  intervention  of  men.  Men  have  learned  to 
exercise  a  considerable  measure  of  control  over  at  least  one  phase 
of  the  business  cycle. 

In  the  middle  of  the  last  century  the  English  found  that  if  the 
business  public  is  assured  in  times  of  pressure  that  all  solvent  bor- 
rowers can  get  bank  accommodation  by  paying  a  high  discount 
rate  there  will  be  no  panic  fears,  no  runs  on  the  banks,  and  no 
epidemics  of  needless  bankruptcies.  The  adoption  of  this  method 
of  "crisis  financiering"  produced  a  marked  change  in  the  character 
of  English  business  cycles :  the  crises  became  less  spectacular,  the 

^Henry  L.  Moore,  "The  Origin  of  the  Eight- Year  Generating  Cycle," 
Quarterly  Journal  of  Economics,  November,  1921;  XXXVI,  29;  and  Economic 
Cycles:  Their  Laze  and  Cause,  1914,  149. 
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liquidations  became  more  circumspect  but  longer.  At  the  same 
time  the  differences  between  English  and  American  cycles  became 
more  marked.  We  continued  to  have  violent  panics,  as  in  1873, 
1893,  and  1907.  Bankers  and  economists  knew  the  reason  and 
urged  the  remedy — such  a  centralization  of  banking  resources  as 
would  enable  American  bankers  to  give  their  customers  the  same 
assurance  that  the  English  business  men  received.  It  took  a 
generation  to  effect  the  necessary  changes  in  our  federal  banking 
law,  but  President  Wilson  finally  succeeded  in  getting  Congress 
to  pass  the  Federal  Reserve  Act  in  1914.  And  six  years  later 
our  new  machinery  was  put  to  the  test  and  found  adequate. 

To  repeat,  we  have  learned  how  to  prevent  crises  from  degen- 
erating into  panics,  and  from  that  success  we  may  derive  substan- 
tial encouragement  to  attack  the  next  problems :  how  to  lessen 
the  excesses  of  booms  and  the  sufferings  of  depressions. 

II 

In  dealing  with  these  problems  we  have  seldom  made  the  proper 
approach.  After  the  usual  human  fashion  we  have  tried  to  count- 
eract the  effects  from  which  we  suffer  rather  than  to  control  the 
causes  from  which  they  flow.  In  ever}^  period  of  severe  depres- 
sion we  have  hurriedly  devised  emergency  measures  to  prevent 
people  from  starving.  Of  course  that  is  an  effort  in  which  every 
sensible  man  is  glad  to  join  once  the  emergency  grows  urgent. 
But  obviously  it  would  be  far  better  to  prevent  these  emergencies 
from  arising — if  that  is  possible.  Our  chief  failing  has  been 
that  we  have  not  devoted  sufficient  constructive  intelligence  to 
finding  out  whether  prevention  is  possible. 

Happily  this  remark  is  today  a  commonplace.  The  most  hope- 
ful sign  in  our  dealings  with  the  economic  difficulties  of  1920-21 
is  that  many  men  in  public  and  in  private  stations  have  taken 
the  constructive  attitude,  considering  the  future  as  well  as  the 
present,  thinking  about  prevention  as  well  as  cure.  That  temper 
was  a  notable  feature  of  the  President's  Conference  on  Unemploy- 
ment, which  under  Secretary  Hoover's  leadership  first  arranged 
to  coordinate  the  emergency  measures  for  relieving  distress  this 
winter,  and  then  provided  machinery  for  framing  a  preventive 
program. 

In  most  discussions  of  preventive  measures  it  is  notable  that 
emphasis  is  laid  upon  the  prosperous  phase  of  the  cycle  as  the 
phase  which  requires  control.      It  is  becoming  a  common  opinion 
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that  the  time  for  effective  action  is  the  time  when  industrial 
activity  is  approaching  the  elastic  limit  set  by  full  use  of  exist- 
ing plant  and  when  further  expansion  will  be  primarily  a  specula- 
tive boom.  In  addition  to  angry  recrimination,  there  is  much 
dispassionate  analysis  of  the  mistakes  committed  by  the  business 
community  in  1919,  analysis  which  seeks  to  find  how  such  mis- 
takes may  be  avoided  in  future. 

The  central  issue  in  most  discussions  of  what  we  did  amiss  in 
1919  is  the  time  at  which  the  discount  rates  of  federal  reserve 
banks  should  have  been  raised.  Most  competent  judges  seem 
to  agree  with  the  "personal  opinion"  expressed  on  this  point  by 
Governor  Benjamin  Strong  in  his  statement  of  last  August  to  the 
Joint  Commission  of  Agricultural  Inquiry.  "I  believe,"  said 
Governor  Strong,  "if  it  had  been  possible,  it  would  have  been 
desirable  for  the  Federal  Reserve  System  to  have  advanced  its 
rates  at  some  point  in  the  period  between  January  and  March, 
1919" — instead  of  waiting  until  November.^ 

Since  our  concern  is  with  the  future  we  need  not  stop  to  discuss 
Governor  Strong's  limiting  clause — "if  it  had  been  possible." 
Perhaps  the  Treasury's  plans  for  floating  the  enormous  Victory 
Loan  in  the  spring  really  did  make  it  impossible,  or  at  least 
undesirable,  to  raise  the  federal  reserve  rates  until  that  under- 
taking was  accomplished.  However  that  may  be,  we  are  justified 
in  hoping  that  in  the  future  such  exigencies  will  seldom  arise  to 
prevent  the  Federal  Reserve  Board  from  adopting  the  policy 
which  seems  wise  in  the  economic,  interest  of  the  public.  What 
most  concerns  us  is  that  the  Governor  of  the  largest  Federal 
Reserve  Bank  and  many  other  experts  believe  after  mature  con- 
sideration that  it  would  have  been  desirable  to  raise  rates  before 
the  boom  began.  His  reason  for  this  conclusion  is  that  an 
advance  of  rates  would  have  moderated  the  expansion  of  business" 
and  thereby  diminished  the  severity  of  the  crisis  of  1920. 

If  Governor  Strong  and  the  men  who  share  his  opinion  are 
right  about  the  policy  that  was  desirable  in  1919,  as  I  think  they 
are,  may  we  not  generalize  and  say  it  is  desirable  to  raise  discount 
rates  in  future  periods  of  expansion  whenever  signs  appear  that 
production  is  nearing  its  limit  and  that  further  expansion  will 
consist  mainly  in  bidding  up  the  prices  of  securities,  of  industrial 

''Hearing    before    the    Joint    Commission    of    Agricultural    Inquiry,    Sixty- 
Seventh  Congress,  1st  session.  Part  13,  p.  763. 
Ubid.,  p.  772. 
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equipment,  and  of  the  goods  in  process  of  production  and  distri- 
bution? 

Three  objections  have  been  made  to  this  suggestion  that  the 
excesses  of  booms  can  be  tempered  by  advancing  discount  rates 
at  an  earlier  stage  than  has  been  customary  in  the  past. 

First,  it  is  said  that  the  measure  would  be  ineffective.  Bank 
discount  is  a  minor  item  in  most  business  undertakings,  an  item 
small  in  comparison  both  with  other  costs  and  with  the  profit  mar- 
gins anticipated  in  periods  of  prosperity.  In  this  respect,  we  are 
told,  American  business  differs  notably  from  English  business  in 
pre-war  days,  when  an  enormous  volume  of  international  trading 
was  done  in  London  on  margins  so  narrow  that  a  change  of  a 
quarter  of  one  per  cent  in  the  market  rate  of  interest  made  a 
marked  difference  in  the  prosjjects  of  profits. 

There  is  force  in  this  contention,  but  not,  I  think,  enough  force 
to  countervail  Governor  Strong's  opinion  that  an  advance  of 
discount  rates  would  moderate  the  expansion  of  business.  And 
moderation  is  what  is  wanted  to  prevent  booms  from  producing 
those  credit  entanglements  which  make  inevitable  a  long  period 
of  liquidation.  Granted  that  most  business  plans  would  not  be 
affected  by  an  advance  of  even  one  or  two  per  cent  of  the  dis- 
count rate,  there  probably  remains  a  considerable  volume  that 
would  be  affected  directly,  and  a  larger  volume  that  would  be 
affected  indirectly  by  a  signal  from  the  banks  to  observe  caution. 
To  control  these  marginal  transactions  would  tend  to  relax  the 
stresses  that  arc  accumulating  within  the  business  system. 

A  second  objection  is  that  the  American  public  has  been  accus- 
tomed to  accept  reserve  ratios  as  the  best  index  of  banking  condi- 
tions and  the  proper  guide  to  discount  policy.  In  view  of  that 
fact  it  is  chimerical  to  propose  schemes  that  set  up  a  novel  basis 
of  control.  The  wise  line  of  advance  "is  not  that  of  finding  a 
substitute  for  the  reserve  ratio  as  a  guide  to  credit  policy,  but 
rather  that  of  finding  how  to  make  our  reserve  ratio  a  more 
sensitive  and  immediate  indicator  of  changing  conditions  than 
it  now  is."  Mr.  A.  C.  Miller  of  the  Federal  Reserve  Board  has 
recently  presented  this  view  with  his  cogent  lucidity  in  the 
American  Economic  Review*  And  in  accordance  with  this  view 
he  has  suggested  changes  in  the  methods  of  federal  reserve  bank- 
ing designed  to  make  the  American  system  work  in  much  the  same 
^"Federal  Reserve  Policy,"  American  Economic  Review,  June,  1921. 
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way  as  the  English  banking  sj'stem  worked  for  forty  years  before 
the  war. 

One  may,  I  tliink,  go  far  with  Mr.  Miller  and  yet  stop  short 
of  the  conclusion  that  the  reserve  ratio  should  continue  indefi- 
nitely to  be  the  guide  to  credit  policy.  Efforts  to  make  "our 
reserve  ratio  a  more  sensitive  and  immediate  indicator  of  chang- 
ing conditions  than  it  now  is"  are  certainly  in  the  line  of  progress. 
But  I  hope  that  progress  will  not  be  limited  to  attaining  such 
measure  of  success  as  the  Bank  of  England  achieved  for  forty 
years  before  the  war.  For  with  all  this  success  England  suffered 
grievously  from  business  cycles.  We  should  aim  at  gaining  a  far 
more  effective  control  over  the  wastes  of  prosperity  and  the 
sufferings  of  depression  than  the  Bank  of  England  has  ever  exer- 
cised. And  while  we  vany  agree  with  Mr.  Miller  that  our  business 
public  is  unprepared  for  a  discount  policy  that  might  raise  the 
rates  while  reserve  ratios  were  still  high,  yet  we  may  not  treat 
that  attitude  as  an  insuperable  obstacle.  As  an  official  Mr. 
Miller  confines  himself  to  that  which  is  immediately^  realizable ;  as 
an  economist  he  might  join  us  in  considering  plans  which  involve 
campaigns  of  education. 

The  final  objection  is  that  we  have  no  definite  means  of  knowing 
the  precise  point  in  the  prosperous  phase  of  the  business  cycle  at 
which  it  is  desirable  to  check  expansion.  But  that  objection  has 
been  met  by  the  progress  of  statistical  research  and  the  ingenuity 
of  Professor  O.  M.  W.  Sprague.  Professor  Sprague  proposes  to 
use  index  numbers  of  physical  production  such  as  have  been  made 
recently  by  Day,  King,  Snyder,  and  Stewart  as  a  basis  for  dis- 
count policy.  These  series  show  that  the  increase  in  volume  of 
business  after  a  depression  is  for  some  time  produced  mainly  by 
a  rapid  increase  in  the  output  of  serviceable  goods.  During  that 
phase  of  the  cycle  expansion  is  economically  desirable.  But 
whenever  the  existing  industrial  equipment  is  booked  to  capacity 
and  the  industrial  arni}^  is  fully  employed  then  future  growth  in 
the  supply  of  serviceable  goods  slows  down  to  the  rate  at  which 
new  equipment  and  new  hands  can  be  provided  and  improved 
technical  methods  devised.  After  this  point  has  been  reached 
in  the  cycle  a  further  rise  of  prices  serves  not  to  increase  the 
current  supply  of  serviceable  goods,  but  to  create  confusion  in 
the  markets,  stimulate  disserviceable  speculation,  and  to  produce 
the  credit  entanglements  which  cause  so  much  anxiety  during  the 
crisis  and  prolong  the  period  of  liquidation.     Our  aim  accord- 
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inglj  should  be  to  check  the  rise  of  prices  when  the  index  numbers 
of  physical  output  indicate  that  the  limit  of  existing  capacity  is 
being  approached.  At  that  point  it  would  be  desirable  to  raise 
discount  rates — even  though  reserve  ratios  might  still  be  high. 

This  suggestion  is  being  developed  at  present  by  Professor 
Sprague  in  a  book  which  we  shall  all  be  reading  next  autumn. 
We  cannot  pass  final  judgment  upon  this  original  plan  until  we 
have  seen  it  developed  in  full.  But  in  the  meantime  let  us  not 
dismiss  the  idea  on  the  ground  that  the  public  has  now  insufficient 
knowledge  of  business  cycles  to  permit  its  adoption.  If  the 
scheme  is  desirable  we  should  be  ready  to  play  our  part  in  a  cam- 
paign of  education,  and  to  begin  that  campaign  by  educating 
ourselves  in  the  possibilities  of  the  measure  which  Professor 
Sprague  proposes.  On  the  other  hand  let  us  not  expect  that  any 
single  plan  will  give  us  as  large  a  measure  of  control  over  the 
business  cycle  as  we  desire  and  can  attain.  And  this  remark  car- 
ries us  forward  to  the  consideration  of  certain  other  plans  of 
control  which  merit  attention. 

Ill 

The  most  promising  among  these  other  plans  are  so  familiar  to 
economists  that  I  need  hardly  more  than  name  them.  First  comes 
the  long-range  planning  of  public  works,  with  intent  to  get  a 
larger  part  of  such  undertakings  executed  in  periods  of  depression. 
In  England  the  possibilities  of  this  plan  have  been  investigated  by 
Professor  A.  L.  Bowley  and  its  adoption  has  been  urged  by  Mr. 
and  Mrs.  Webb.  In  America  its  chief  champion  is  Mr.  Otto  T. 
Mallery.  In  1917  Mr.  Mallcry  persuaded  the  legislature  of 
Pennsylvania  to  sot  up  the  machinery  necessar}^  for  such  a  pro- 
gram. California  copied  the  Pennsylvania  legislation  this  year, 
and  now  a  bill  providing  for  a  similar  planning  of  federal  public 
works  is  pending  in  Congress.  For  this  plan  it  is  urged  that  the 
saving  in  the  cost  of  public  works  if  contracts  were  let  in  periods 
of  depression  would  be  ample  compensation  for  any  inconvenience 
caused  by  postponing  their  completion  for  a  jcsly  or  two;  that 
the  reduction  of  competition  for  men  and  materials  during  pei'- 
iods  of  prosperity  would  lessen  the  strain  of  over-activity,  and 
the  increase  of  public  contracts  in  times  of  depression  would  di- 
minish the  losses  of  both  labor  and  capital.  Like  most  other  re- 
forms this  plan  cannot  be  put  into  effect  without  an  intelligent 
appreciation  of  what  is  now  amiss  on  the  part  of  large  numbers 
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of  men.  It  too  requires  a  campaign  of  public  education.  And 
no  one  can  tell  in  advance  just  what  practical  importance  it  may 
assume.  But  clearly  the  average  annual  volume  of  construction 
work  now  undertaken  by  various  public  bodies  runs  high  in  the 
hundreds  of  millions,  and  a  considerable  fraction  of  this  imposing 
total  can  be  allocated  on  the  basis  of  the  business  cycle  without 
detriment  to  social  welfare.  Further,  it  is  quite  possible  that  in 
addition  to  construction  work  public  purchases  of  many  stand- 
ard supplies  might  advantageously  be  planned  on  this  basis. 

The  extension  of  such  long-range  planning  from  public  to 
private  enterprises  is  an  obvious  suggestion.  Before  the  war 
the  French  Ministry  of  Transportation  seemed  to  be  moving  in 
this  direction,  with  reference  both  to  new  construction  and  pur- 
chase of  rolling  stock.  As  long  ago  as  1908  Mr.  Carl  Snyder 
was  argmng  that  American  railways  could  profit  by  planning 
their  expenditures,  as  they  have  long  been  planning  their  financ- 
ing, with  reference  to  the  business  cycle.  In  practice,  most 
American  railways  still  do  precisely  the  opposite;  they  build  and 
buy  most  freely  in  times  of  business  activity  when  costs  are  high. 
For  this  policy  there  is  at  present  a  compelling  reason.  Few 
railway  systems  have  the  financial  leeway  necessary  to  allocate 
their  outlays  in  the  most  advantageous  fashion.  They  are  forced 
to  live  from  hand  to  mouth  however  extravagant  that  mode  of 
life  may  be.  But  if  it  is  socially  desirable  to  leave  the  railways 
in  private  hands,  it  is  desirable  to  secure  them  revenues  sufficient 
to  maintain  efficient  service  and  with  such  revenues  they  would 
in  all  probability  find  it  profitable  at  least  to  level  down  the 
present  inequalities  of  outlay  as  between  good  times  and  bad,  if 
not  actually  to  undertake  more  work  in  periods  of  depression 
than  in  periods  of  activity.  And  what  is  true  of  the  railways 
in  this  respect  is  probably  true  also  of  most  other  industries. 
The  total  volume  of  purchases  and  construction  work  which 
might  with  advantage  to  all  concerned  be  systematically  planned 
with  reference  to  the  business  cycle  runs  in  the  billions. 

Quite  a  different  line  of  attack  upon  the  problem  is  represent- 
ed by  the  various  schemes  of  unemployment  insurance  now  in 
operation  or  under  consideration  by  government  agencies  and 
private  employers.  Perhaps  the  most  interesting  of  these  plans 
is  the  Huber  bill  at  present  pending  in  the  Wisconsin  legislature. 
This  bill  creates  an  Unemployment  Insurance  Company,  which  all 
manufacturers  in  the  state  would  have  to  join,  and  to  which  they 
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would  pay  premiums  varying  according  to  their  labor-turnover 
rates.  These  premiums  would  be  used  to  provide  unemployment 
allowances  for  employees  discharged  for  no  fault  of  their  own. 
The  central  idea,  however,  is  less  to  mitigate  the  misery  of  the 
man  out  of  work  than  to  prevent  men  from  being  discharged  for 
lack  of  work.  For  by  making  his  premium  depend  upon  his  labor 
turnover  this  bill  gives  the  employer  an  inducement  to  stabilize 
his  working  force.  Just  as  compulsory  accident  insurance  has 
led  to  a  large  reduction  in  the  number  of  accidents,  so  it  is  believed 
that  compulsory  unemployment  insurance  would  lead  to  a  large 
reduction  in  the  number  of  the  unemployed. 

Concerning  other  plans  for  stabilizing  economic  activity — the 
improvement  of  employment  offices,  out-of-work  benefits  by  labor 
unions,  a  greater  centralization  of  banking,  stabilizing  the  dollar, 
and  the  like,  I  shall  say  nothing — not  because  of  lack  of  interest 
but  because  of  lack  of  time.  One  matter  however  so  nearly  con- 
cerns our  profession  that  I  must  dwell  upon  it — the  need  of 
increasing  our  knowledge  of  the  business  cycle  and  putting  this 
knowledge  to  better  use. 

IV 

All  of  us  who  have  followed  the  crisis  of  1920  and  the  prolonged 
liquidation  which  it  started  have  had  brought  home  to  them  the 
large  speculative  element  in  their  thinking  about  the  subject. 
For  example,  we  have  heard  a  great  deal  about  "frozen  credits" 
as  a  factor  of  the  first  magnitude  in  retarding  recovery.  We  have 
read  much  about  how  these  credits  became  "frozen"  and  how  they 
may  be  "thawed."  But  if  the  factor  is  of  first-rate  importance 
we  ought  to  know  what  a  "frozen  credit"  is,  what  proportion  of 
bank  credits  answers  to  the  definition,  what  proportion  of  credits 
is  frozen  in  ordinary  times.  The  latter  point  is  particularly 
significant  and  yet  has  been  little  attended  to  by  bankers  or 
economists.  So  far  as  I  know  no  adequate  analysis  has  ever  been 
made  of  bank  loans  from  this  point  of  view.  Certainly  our  in- 
sight into  the  difficulties  which  we  are  confronting  and  therefore 
our  ability  to  meet  these  difficulties  with  success  would  be  increas- 
ed if  our  banking  authorities  would  compile  and  publish  statistics 
of  this  character. 

In  general  American  banking  statistics  rank  high  in  compari- 
son both  with  statistics  from  other  fields  at  home  and  with  bank- 
ing statistics  from  other  countries.     But  they  present  a  second 
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lamentable  gap.  Some  10,000  banks  are  connected  with  the 
Federal  Reserve  System,  and  concerning  their  condition  we  get 
reports  five  times  a  year.  But  there  are  20,000  other  banks  con- 
cerning which  we  have  but  one  report  a  year,  and  that  a  meager 
one.  It  is  true  that  these  20,000  state  and  private  banks  all  put 
together  have  only  half  the  resources  of  the  10,000  member  insti- 
tutions. But  in  such  a  situation  as  the  present,  when  the  financial 
position  of  the  farmers  counts  so  heavily  in  all  reckonings,  it 
is  ill  that  we  have  to  conjecture  facts  which  we  might  know.  The 
Federal  Reserve  Board  or  the  Comptroller's  Office  would  render 
a  great  service  if  they  would  fill  this  gap. 

Once  again,  this  year  has  taught  us  how  poor  are  our  statistics 
of  unemployment,  of  wages,  of  earnings.  When  an  attempt 
was  made  last  autumn  to  find  how  many  men  were  out  of  work, 
the  Bureau  of  Labor  Statistics  and  the  Advisory  Committee  of 
the  President's  Conference  on  Unemployment  could  not  get  within 
a  million  of  each  other's  estimates.  About  part-time  employment 
we  know  almost  nothing.  The  prices  of  labor  are  always  a  matter 
of  the  first  consequence,  and  in  the  present  time  of  readjustments 
there  is  especial  need  of  current  data — a  need  so  pressing  that  it 
is  hard  to  be  grateful  for  the  fragmentary  surveys  made  from 
time  to  time  by  the  Bureau  of  Labor  Statistics.  And  even  if  we 
had  comprehensive  statistics  of  wage  rates  we  should  still  be 
unable  to  make  out  changes  in  the  economic  position  of  the  work- 
ing classes  or  to  get  much  light  on  the  "buyers'  strike"  which  is 
alleged  to  have  precipitated  the  crisis  unless  we  had  data  for 
pay-roll  disbursements  and  family  earnings.  All  our  compari- 
sons between  wages  and  cost  of  living  are  rendered  doubtful 
because  the  fluctuations  of  wages  may  be  very  imperfect  repre- 
sentations of  fluctuations  in  family  incomes. 

Then  there  is  the  whole  field  of  merchandising — a  big  section 
of  our  economic  life  which  is  so  obscure  that  we  cannot  say  even 
approximately  how  many  retail  and  how  many  wholesale  stores 
there  are  in  the  country.  This  field  is  a  difficult  one,  but  is  it  really 
more  difficult  than  agriculture,  manufacturing,  mining,  or  even 
transportation?  Yet  if  one  puts  the  current  reports  from  a  few  de- 
partment stores  and  mail-order  houses  which  are  published  in  the 
Federal  Reserve  Bulletin  and  the  Survey  of  Current  Business  be- 
side the  material  in  the  Year  Book  of  the  Department  of  Agricul- 
ture, the  Census  of  [Manufactures,  the  Geological  Survey's  reports 
on  Mineral  Resources,  and  the  publications  of  the  Interstate  Com- 
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mcrce  Commission,  how  slight  the  merchandising  figures  seem !  And 
how  difficult  it  is  to  see  even  a  little  bit  into  the  business  future 
when  one  has  to  guess  at  what  is  happening  in  the  great  processes 
of  distributing  merchandise.  And  how  can  we  intelligently  attack 
the  problems  of  economic  waste  without  a  chance  to  follow  goods 
beyond  the  walls  of  the  factory  and  the  cars  of  the  railways? 

There  are  few  members  of  our  Association  who  have  not  felt 
the  lacks  which  I  have  lamented  and  other  lacks  besides.  Most 
of  them  are  lacks  we  cannot  fill  by  individual  enterprise.  But  we 
can  do  something  as  individuals  by  seizing  every  opportunity  to 
use  the  data  which  are  already  available  in  our  discussions  of 
economic  problems  and  to  cooperate  with  the  various  agencies, 
public  and  private,  which  are  striving  to  improve  the  range  and 
character  of  statistical  reporting.  In  this  effort  we  have  many 
allies.  There  is  a  rapidly  growing  sentiment  among  business 
men  in  favor  of  statistical  publicity.  Indeed  the  recent  converts 
from  this  side  sometimes  err  from  an  excess  of  zeal  and  propose 
impossibly  elaborate  inquiries — questionnaires  that  would  require 
months  to  fill  out.  The  statistical  offices  of  the  federal  govern- 
ment— it  is  not  invidious  to  mention  especially  the  bureaus  of  the 
Department  of  Commerce  and  the  research  organizations  of  the 
Federal  Reserve  Board  and  the  Federal  Reserve  banks — are  show- 
ing a  degree  of  enterprise  which  is  most  gratifying.  Everything 
which  we  can  do  to  increase  interest  in  their  output,  and  to 
answer  their  numerous  calls  for  service,  is  a  professional  duty. 


But  to  do  what  in  us  lies  toward  the  improvement  of  statistical 
data  is  by  no  means  the  whole  of  our  opportunity.  After  all,  the 
endless  tables  of  statistics  which  we  need  are  only  raw  materials 
from  which  we  are  to  construct  a  more  serviceable  account  of 
economic  behavior — an  account  that  will  serve  better  all  efforts 
to  raise  the  standards  of  social  welfare.  Among  these  efforts  the 
effort  to  control  the  business  cycle  is  but  one,  though  one  that 
is  in  a  most  hopeful  stage  at  present.  Here  is  a  really  progressive 
line  of  economic  research.  The  books  in  this  field  rapidly  go  out 
of  date,  because  the  later  writers  have  new  things  to  say ;  they 
really  have  more  knowledge,  keener  insight,  better  technique  than 
their  predecessors.  And  yet  we  are  far  from  being  within  sight  of 
the  solution  of  our  problem. 

You  remember  Carlyle's  description  of  the  situation  of  England 
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in  1843  when  he  spent  the  first  seven  weeks  of  the  year  in  writing 
Past  and  Present. 

"England  is  full  of  wealth,"  he  wrote,  "of  multifarious  produce, 
supply  for  human  want  in  every  kind;  yet  England  is  dying  of  in- 
anition. With  unabated  bounty  the  land  of  England  blooms  and 
grows;  waving  with  yellow  harvests;  thick-studded  with  workshops, 
industrial  implements,  with  fifteen  millions  of  workers,  understood  to 
be  the  strongest,  the  cunningest,  and  the  willingest  our  Earth  ever 
had;  these  men  are  here,  the  work  they  have  done,  the  fruit  they  have 
realized  is  here,  abundant,  exuberant,  on  every  hand  of  us :  and  behold, 
some  baleful  fiat  as  of  Enchantment  has  gone  forth,  saying,  'Touch  it 
not  ye  workers,  ye  master-workers,  ye  master-idlers;  none  of  you  can 
touch  it,  no  man  of  you  shall  be  the  better  for  it ;  this  is  enchanted 
fruit.'  " 

It  is  true  that  Carlyle  made  the  grave  mistake  of  supposing 
that  this  condition  of  affairs  was  a  chronic  instead  of  an  intermit- 
tant  disease  of  the  body  politic ;  but  for  all  that  his  description 
applies  as  well  to  the  United  States  in  1921  as  to  England  in 
1813.  And  this  description  points  straight  to  the  heax*t  of  the 
difficulty  which  we  must  face  in  our  efforts  to  control  the  business 
cycle. 

Tliis  past  year  millions  of  us  have  been  idle  when  we  wished  to 
work,  billions  of  dollars  worth  of  plant  and  machinery  have  stood 
unused  when  the  owners  longed  to  start  their  furnaces,  and  Avhat 
we  wanted  to  produce  we  needed  to  consume.  The  Edict  of  En- 
chantment which  forbade  us  to  do  what  we  wished  was  pronounced 
by  the  Money  Economy.  We  are  periodically  mastered,  by  this 
social  machinery  we  have  made,  and  stand  idle  and  needy  at  its 
bidding.  For  with  all  its  efficiency  the  Money  Economy  has  a 
fundamental  defect — it  warps  the  aim  of  our  economic  activity. 
What  we  want  as  human  beings  is  to  make  serviceable  goods. 
What  we  are  compelled  to  do  as  citizens  of  the  money  economy  is 
to  make  money.  And  when  for  any  reason  it  is  not  profitable  to 
make  goods  we  are  forced  to  sacrifice  our  will  as  human  beings  to 
our  will  as  money  makers.     That  is  the  heart  of  the  paradox. 

If  I  am  right  about  this  fundamental  matter,  I  can  hardly  be 
wrong  in  taking  an  optimistic  view  of  the  future.  For  since  the 
money  economy  is  a  comjilex  of  human  institutions,  it  is  subject 
to  amendment.  What  we  have  to  do  is  to  find  out  just  how  the 
rules  of  our  own  making  thwart  our  wishes  and  to  change  them 
in  detail  or  change  them  drastically  as  the  case  may  require. 
Not  that  this  task  is  easy.     On  the  contrary,  the  work  of  analysis 
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is  difficult  intellectually  and  the  work  of  devising  remedies  and 
putting  them  into  effect  is  harder  still.  But  one  has  slender 
confidence  in  the  vitality  of  the  race  and  in  the  power  of  scientific 
method  if  he  thinks  a  task  of  this  technical  sort  is  beyond  man's 
power. 

To  do  our  large  share  in  this  work  as  economists  we  must 
develop  our  contribution  to  the  theory  of  human  behavior 
along  three  lines.  First,  we  must  make  an  increasingly  thorough 
use  of  quantitative  anal3'sis,  cooperating  vigorously  in  the  efforts 
at  securing  better  statistical  data  on  the  one  side,  and  on  the 
other  side  utilizing  such  data  as  we  have  to  the  best  advantage. 
Secondl}^,  we  must  be  clear  in  our  own  minds  about  the  role  which 
institutions  play  in  guiding  our  behavior.  Among  these  institu- 
tions none  is  more  important  than  the  money  economy.  No  one 
cares  deeply  for  what  Professor  Fetter  calls  "price  economics" 
on  its  own  account.  All  of  us  agree  with  him  that  our  ultimate 
aim  is  social  welfare.  But  we  cannot  promote  social  welfare 
effectively  without  finding  where  our  dominating  pecuniary  insti- 
tutions serve  us  well  and  where  they  serve  us  ill.  So  Ave  have  the 
best  of  reasons  from  the  viewpoint  of  "welfare  economics"  itself 
for  devoting  much  of  our  attention  to  the  technical  exigencies 
of  the  price  system.  Finally,  I  think  we  must  adopt  a  cour- 
ageously constructive  attitude  toward  our  problem.  " — Social 
science  seems  to  me,"  said  John  Dewey  in  1917,  "to  stand  about 
where  physical  science  stood  three  centuries  ago  in  the  early 
years  of  the  seventeenth  century.  There  is  the  same  halting  and 
obstructed  tendency  to  move  from  the  attitude  of  the  outside 
spectator,  classifier,  and  justifier  of  things  as  they  are  outwardly 
given  to  that  of  the  active  participant  and  modifier,  from  that  of 
wholesale  organization  to  that  of  retail  reorganization."^  Let 
us  join  whole-heartedly  in  that  movement,  cultivating  an  experi- 
mental habit  of  mind,  and  endeavoring  to  add  our  mites  to  the 
knowledge  that  may  some  day  give  mankind  control  over  their  own 
behavior. 

^'"Thc  Need  for  Social  Psychology,"  Psi/chological  Review,  July,  1917;  XXIV, 
275. 


CONTROLLING  BUSINESS  CYCLES— DISCUSSION 

N.  I.  Stone. — Business  cycles  with  their  concomitants  of  business 
booms  and  business  depressions  are  characteristic  of  the  capitalist 
system.  I  prefer  the  term  "capitalistic"  to  that  of  "money  economy" 
used  by  Professor  Mitchell,  because  the  economic  system  which  pre- 
vailed in  the  days  of  the  guild,  when  the  producer  was  both  worker 
and  owner  of  the  means  of  production,  was  also  a  money  economy. 
For,  to  use  Professor  Mitchell's  test,  under  that  pre-capitalistic  in- 
dusti'ial  system  the  primary  function  of  man  in  society,  the  making 
of  serviceable  goods,  took  the  form  of  making  money,  as  it  does  now. 
Else,  St.  Thomas  Aquinas  and  other  mediaeval  writers  would  not  have 
been  writing  learned  disquisitions  on  the  subject  of  a  "justum  pre- 
tium."  But  the  money  economy  of  their  day  did  not  move  in  cycles. 
Marx's  claim  that  the  phenomenon  of  recurring  business  depressions 
is  peculiar  to  the  modern  capitalistic  system  has  never  been  disputed, 
to  my  knowledge,  by  any  economic  writer.  The  Socialist  indictment 
of  the  capitalist  system  for  its  failure  to  function  properly  in  what  is 
the  sole  mission  of  its  existence,  has  remained  unanswered,  for  as 
Professor  Mitchell  says,  Carlyle's  moving  description  of  the  tragedy 
of  British  life  in  1843  "applies  as  well  to  the  United  States  in  1921." 

The  significance  of  Professor  Mitchell's  paper,  to  my  mind,  lies  in 
the  fact  that  the  science  of  economics,  and  particularly  applied  econo- 
mics, is  awakening  to  the  realization  of  the  fact  that  paralysis  of 
industry  with  unemployment  and  starvation  need  no  more  follow  in 
the  wake  of  the  downward  s.wing  of  industrial  cycles  than  freezing 
to  death  need  be  caused  by  the  winter  phase  of  the  weather  cycle. 
This  new  conception  marks  a  turning  point  in  the  progress  of  economic 
thought.  Its  successful  application  will  give  a  new  lease  of  life  to 
our  industrial  order,  and  will  make  impossible  the  cataclysm  which 
Marx  predicted  as  the  inevitable  consequence  of  the  choking  of  the 
capitalistic  sj^stem  with  the  productive   forces   it  has  conjured  up. 

The  power  of  the  Federal  Reserve  Board  to  regulate  the  flow  of 
credit  is  so  great  and  all-pervading  as  naturally  to  suggest  the  idea 
of  its  being  used  as  a  means  of  controlling  tlie  ebb  and  flow  of  indus- 
try. The  thought  is  not  new,  as  tliat  is  just  what  the  Bank  of  England 
has  been  trying  to  do  in  Great  Britain  for  more  than  half  a  century. 
The  new  departure  is  in  Professor  Mitchell's  and  Professor  Sprague's 
suggestion  to  adjust  the  discount  rate  not  with  a  view  solely  to  finan- 
cial tests,  such  as  the  reserve  ratio,  but  by  direct  reliance  on  indus- 
trial symptoms  such  as  an  index  number  of  physical  production. 

Since  the  bank  is  but  the  handmaiden  of  industry,  there  can  be  no 
valid  objection  to  the  proposition,  except  on  the  score  of  its  feasibility. 
The  latter  is  merely  a  matter  of  improved  technique  in  our  statistics 
of   production   and    of   wliolesale    and    retail    trade,   which   have   been 
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woefully  neglected  hitherto^  but  which  can  be  made  available  with 
adequate  promptness  and  accuracy,  once  their  need  and  usefulness 
are  clearly  realized.  The  proposition  involves  a  much  more  intimate 
insight  into  the  problems  of  industry  on  the  part  of  controllers  of 
credit  than  they  have  had  any  need  of  acquiring  in  the  past.  Inci- 
dentally, it  opens  up  a  new  avenue  for  practical  service  to  the  economist 
and  the  statistician. 

But  the  use  of  the  discount  rate  as  a  means  of  regulating  our  busi- 
ness cycles  can  not  be  regarded  as  a  panacea  for  industrial  crises. 
The  discount  rate  may  help  regulate;  it  can  not  create.  It  can  be 
made  to  perform  the  functions  of  the  flywheel  and  the  governor  in  a 
steam  engine.  The  steam  engine,  like  our  industrial  apparatus,  does 
its  work  in  cycles.  At  each  extreme  point  of  condensation  and  expan- 
sion of  the  steam,  which  coincides  with  the  rise  and  fall  of  the  piston, 
the  piston  rod  gets  to  what  the  engineers  call  a  dead  point;  because 
of  its  motion  in  a  straight  line,  the  piston  rod — and  with  it  the  engine 
— would  come  to  a  dead  stop  at  either  extreme  if  it  were  not  for  the 
flywheel,  which  by  the  force  of  its  momentum  continues  to  revolve 
and  by  means  of  the  connecting  crank  starts  the  piston  back  on  its 
journey  to  the  opposite  extreme  from  which  it  is  brought  out  again 
by  the  revolving  momentum  of  the  flywheel. 

The  varying  loads  of  work  to  which  the  steam  engine  is  subjected 
in  its  cyclical  operation  would  break  it  down  if  it  were  not  for  the 
"governor,"  a  little  centrifugal  device  which  automatically  reduces  or 
increases  the  flow  of  steam  to  the  cylinder  in  response  to  the  varying 
needs  of  the  work. 

But  neither  the  flywheel  nor  the  governor  will  keep  the  engine 
going  indefinitely,  if  the  fire  goes  out  under  the  boiler  and  the  flow 
of  steam  stops  for  good.  By  the  same  token,  increased  or  reduced 
rates  of  discount  will  not  alone  maintain  our  industry  on  an  even  keel. 
An  advance  in  the  discount  rate  will  reduce  industrial  activity  and, 
with  it,  opportunities  for  employment;  a  reduction  in  the  rate  will 
not  of  itself  start  up  industries  for  whose  product  there  is  no  ready 
market.  Back  of  it  all  there  must  be  the  live  steam  of  an  effective 
economic  demand  for  goods  on  the  part  of  an  employed  population. 
The  remedy  for  unemployment  is  employment.  It  is  at  this  point 
tliat  a  regulated  system  of  public  works,  and  a  more  intelligently 
adjusted  operation  of  privately  owned  plants  comes  into  play. 

Let  me  dwell  on  the  privately  owned  plant  first.  The  movement 
for  continuity  of  production  in  sucli  ]ilants,  which  had  its  beginning 
in  Great  Britain,  is  as  j'ct  in  its  infancy  in  this  country.  Enough 
however,  has  been  done  by  way  of  demonstration  to  indicate  the  pos- 
sibilities in  this  direction.  I  happen  to  be  in  charge  of  one  of  three 
large  clothing  jilants  in  this  country  wliich  deliberately  set  about  to 
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operate  on  an  even  keel  throughout  the  year  and  have  been  successful 
in  their  efforts.  If  this  could  be  achieved  in  an  industry  which  is 
proverbially  seasonal  and  is  the  first  to  feel  the  quickening  and  dead- 
ening effects  of  good  and  bad  times,  and  is  moreover  subject  to  changes 
in  style,  if  the  Dennison  Company  could  regularize  its  manufacture  of 
Christmas  goods  throughout  the  year,  not  to  speak  of  other  examples, 
is  it  too  much  to  expect  that  the  steel  industry  might  regularize  the 
production  of  steel  billets  and  rods  and  rails? 

Unfortunately,  progress  m  this  field  is  dependent  on  individual 
initiative  and  intelligent  study,  and  requires  an  outlook  beyond  thp 
horizon  of  the  counting-room  of  the  individual  business,  which  is  a 
rare  asset  in  our  industrial  world.  In  so  far  as  it  can  be  stimulated 
by  a  direct  and  palpable  financial  incentive,  the  proposal  for  unem- 
'^loyment  insurance  with  a  premium  for  each  industrial  plant  based 
on  the  amount  of  unemployment  in  that  plant,  contains  great  educa- 
tional possibilities  (educational  for  our  captains  of  industry)  apart 
from  the  immediate  relief  from  want  for  millions  of  people,  idle 
through  no  fault  of  their  own. 

More  important,  because  of  its  more  concentrated  effect,  is  emer- 
gency employment  which  can  be  furnished  through  public  works. 
When  it  is  considered  that  the  amounts  spent  by  our  federal,  state, 
county,  and  municipal  governments  on  buildings,  roads,  bridges,  tun- 
nels, canals,  harbors,  docks,  irrigation,  drainage,  and  the  deepening 
of  rivers  run  into  hundreds  of  millions,  if  not  billions,  of  dollars  per 
annum,  the  tremendous  power  which  the  damming  up  of  these  sources 
of  employment  in  flush  years  and  turning  them  loose  upon  the  market 
when  industrial  activity  slackens  would  have  in  stimulating  employ- 
ment can  hardly  be  overestimated. 

The  indirect  effects  would  be  even  greater  tlian  the  direct,  for  the 
billions  of  dollars  thus  expended  upon  necessary  materials,  equip- 
ment, and  wages  would  have  their  repercussive  effect  upon  every 
industry  in  the  land  like  the  ripples  which  spread  from  a  stone  thrown 
into  still  water.  The  effective  demand  for  every  commodity  which  is 
produced  for  the  satisfaction  of  human  wants  on  the  part  of  the  work- 
ers and  their  families  directly  employed  in  these  public  works  and 
indirectly  employed  in  furnishing  the  building  materials  and  equip- 
ment, would  have  a  quickening  effect  on  every  industry  in  the  country. 
Only  in  this  way  would  banks  feel  prompted  to  extend  credit  to 
industries  and  make  effective  use  of  the  reduction  of  the  discount  rate 
by  the  Federal  Reserve  Board. 

It  would  thus  seem  that,  if  we  are  to  cope  successfully  with  the  evil 
effect  of  industrial  depression,  both  devices  will  have  to  be  used  to 
supplement  one  another.  Although  the  difficulties  in  the  way  of  a 
comprehensive  handling  of  the  problem  are  so  great  as  to  have  seem- 
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ed  insurmountable  until  recently,  the  outlook  at  present  seems  prom- 
ising. Already  the  federal  government  has  greatly  stimulated  the 
building  of  roads  by  its  system  of  sharing  the  cost  of  construction  with 
the  states.  The  unemployment  conference  under  the  leadership  of 
Secretary  Hoover  has  resulted  in  prompting  public  authorities  to 
push  public  works  at  this  time  to  the  limit  of  their  authority.  What 
we  need  most,  is  legislation  which  would  permit  our  public  authorities 
to  expend  the  appropriations  for  public  works  at  such  times  as  condi- 
tions will  warrant  over  a  period  of  say  five  to  ten  years,  instead  of 
their  being  available  only  for  the  current  fiscal  year,  as  is  the  present 
rule. 

Senator  Kenyon's  measure  entitled  "A  Bill  To  Prepare  For  Future 
Cyclical  Periods  of  Depression  and  Unemployment  by  Systems  of 
Public  Works"  introduced  in  the  United  States  Senate  last  month 
aims  at  this  end.  Though  susceptible  of  improvement  in  detail,  it 
would  go  far  toward  approaching  this  goal.  In  addition,  it  vests  the 
Secretary  of  Commerce  with  power  to  publish  monthly  reports  on 
business  conditions  and  to  "obtain  such  additional  facts  and  statistics 
as  may  be  necessary  to  carry  out  the  provisions"  of  the  bill.  Under 
this  simple  provision,  it  would  be  possible,  under  the  bold  leadership 
for  which  the  present  head  of  the  Department  of  Commerce  is  known, 
to  organize  the  collection  of  the  statistical  information  which  Profes- 
sor Mitchell  has  outlined  as  so  urgently  necessary,  and  the  foundation 
would  thus  be  laid  for  still  greater  achievement  in  the  future. 

Both  from  the  broad  viewpoint  of  the  best  interests  of  the  country 
and  from  that  of  our  immediate  interest  as  workmen  in  improved  tools, 
it  behooves  us  all  to  exert  our  influence  for  the  adoption  of  the  Ken- 
yon  Bill.      (S  2749) 

W.  C.  ScHLUTER. — The  problem  of  controlling  the  wide  variations 
in  business  conditions  centers  primarily  upon  the  understanding  of 
the  workings  of  our  money  economy  and  the  principles  that  determine 
the  several  phases  of  the  business  cycle.  The  augmented  degree  of 
elasticity  that  our  credit  system  has  acquired  because  of  the  efficiency 
of  the  reorganized  banking  system  and  because  of  the  enormous  accre- 
tion to  the  gold  supply  makes  some  kind  of  control  over  the  upswing 
of  the  business  cycle  seem  necessary.  Again,  whether  considered  from 
the  })rivate  acquisitive  or  social  viewpoint,  human  interest  in  the  mil- 
lions of  moneyless  unemployed  and  in  the  elimination  of  economic 
wastes  as  a  result  of  idle  industrial  equipment  ought  to  elicit  support 
for  plans  that  aim  to  moderate  the  business  depressions. 

The  chief  obstacles  involved  in  the  problem  wliich  seeks  to  devise 
ways  and  means  toward  moderating  th(>  upswing  and  downswing  of 
business  conditions  are  the  traditional  aversion  in  America  to  central- 
ization of  power  and  control  over  private  conduct,  and  the  traditional 
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propensity  to  acquire  immediate  profits  and  "to  cut  the  melons  as  they 
ripen."  These  two  factors  so  deeply  ingrained  in  our  habits  of  think- 
ing can  only  be  rendered  less  tenacious  by  education.  The  process  of 
education  will  take  time  and  patience,  but  the  war  has  helped  to  make 
the  average  mind  more  susceptible  to  suggestions  in  this  respect. 
Along  the  line  of  meeting  the  above  traditional  aversion  and  practice, 
the  following  methods  of  education  should  not  be  overlooked  in  pro- 
posing plans  for  controlling  the  business  cycle.  First,  sufficient  data 
should  be  obtained,  not  only  for  the  purpose  of  understanding  the 
workings  of  our  money  economy  and  of  formulating  policies  of  control, 
but  also,  and  of  no  less  importance,  the  efficient  utilization  of  the  data 
in  order  to  make  a  convincing  appeal  to  those  whose  change  of  attitude 
is  desired  in  behalf  of  the  plans  proposed  for  controlling  the  business 
cycle.  Secondly,  especially  does  it  seem  necessary  to  organize  courses 
in  business  cycles  in  the  universities  and  colleges.  These  courses 
should  involve  the  study  of  the  principles  of  business  cycles,  the  an- 
alysis of  business  conditions,  the  intelligent  and  practical  utilization 
of  the  data  offered  by  business  reporting  services  and  the  training  in 
making  scientific  business  forecasts  for  particular  businesses  as  well 
as  for  general  business  conditions. 

The  policies  of  control  to  moderate  the  upswing  of  the  business  cycle 
that  are  generally  agreed  upon  as  practical  measures  involve  the  re- 
striction on  the  uses  of  bank  credit.  Recognizing  the  basis  of  facts 
with  reference  to  the  credit  system  in  this  country,  the  relative  impor- 
tance of  the  banking  resources  held  by  the  twelve  federal  reserve  banks 
as  compared  with  those  of  the  30,000  member  and  non-member  banks 
seems  small.  It  is  difficult  to  see  how  the  control  by  the  federal 
reserve  discount  rate  can  be  made  effective  until  the  wide  elastic  mar- 
gin that  the  national  and  state  banks'  resources  possess  has  become 
narrowed  by  the  normal  economic  growth  of  the  country.  As  the 
situation  stands,  the  business  maladjustments  will  certainly  become 
serious  before  the  resources  of  the  30,000  banks  have  become  exhaust- 
ed. Besides  waiting  for  the  economic  growth  of  the  country,  or 
perhaps  a  loss  of  gold  through  export,  to  reduce  these  surplus  bank- 
ing resources,  a  concentration  movement  among  the  30,000  banks 
might  aid  control  over  credit,  but  this  development  seems  extremely 
doubtful  because  of  traditional  and  legal  restraints.  Nevertheless, 
the  immediate  fundamental  requirements  that  the  federal  reserve  dis- 
count rate  should  be  kept  above  the  market  rate  at  all  times  ought 
not  to  be  difficult  of  attainment.  The  history  of  European  central 
banking  practice,  even  though  a  greater  mobilization  of  banking 
resources  existed  there  than  in  this  country,  reveals  the  primary  need 
of  keeping  the  central  bank  discount  rate  above  the  market  rate.  And, 
since  the  English   bank   rate  was   generally   above   the   French   bank 
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rate,  while  the  German  bank  rate  was  above  the  English^  it  seems 
advisable  that  the  federal  reserve  discount  rate  should  be  kept  above 
the  German  rate,  granting  relative  comparabilitj^  of  conditions  now 
with  those  that  existed  in  the  respective  countries  before  the  war. 
Tlie  factors  that  caused  this  difference  in  the  rates  of  Germany,  Eng- 
land, and  France  were  the  wider  margins  of  profits  in  industry  plus 
the  less  determinateness  or  greater  fluctuations  of  the  market  rate. 
Since  these  factors  are  present  to  a  greater  degree  in  the  United 
States,  the  reasons  for  higher  discount  rates  become  apparent.  Again, 
it  must  be  recognized  that  the  central  bank  rates  in  Europe  before  the 
war  had  an  additional  significance  for  those  countries  because  of  the 
preponderance  of  foreign  trade  relative  to  the  domestic  trade  and  the 
close  interrelation  of  the  European  credit  markets,  making  thus  neces- 
sary the  use  of  the  bank  rate  to  conserve  the  already  economically 
used  banking  resources  for  the  respective  countries. 

The  problem  of  long-range  planning  of  capital  expenditures  to 
moderate  the  business  depressions  involves  certain  practical  difficul- 
ties. The  traditional  dividend  policies  of  concerns  as  well  as  the 
attitude  of  the  investors  would  make  the  adoption  of  such  plans  on 
the  part  of  private  enterprises  quite  improbable.  The  methods  of 
managing  business  capital  would  have  to  undergo  considerable  changes 
in  the  direction  of  meeting  scientific  standards  of  capital  requirements 
over  long  periods.  Such  also  would  be  the  difficulties  if  the  plan 
were  adopted  by  railroads  and  public  utilities.  The  undertaking  of 
capital  expenditures  in  periods  of  depression  should  only  be  attempt- 
ed if  an  effective  control  over  the  uses  of  credit  could  be  established. 
The  billions  of  dollars  that  could  be  thus  expended  with  the  employ- 
ment of  the  necessary  labor  would  contain  all  the  seeds  of  a  business 
boom.  Tliere  are  other  considerations.  The  strain  in  the  investment 
market  is  only  relieved  after  the  decline  in  business  activity  has  set  in. 
The  conditions  for  capital  application  become  favorable  after  the 
disorganization  and  unemployment  of  the  personnel  in  the  industrial 
plants  has  already  taken  place.  The  business  readjustments  upon  a 
new  basis  of  cost  would  render  the  calculations  of  the  amount  of  cap- 
ital required  very  indeterminate.  The  immobility  of  labor  would 
necessarily  limit  the  scope  of  the  possible  reemployment  of  labor. 
Perhaps  only  the  laborers  in  the  construction  industries  would  be 
benefited  unless  tlie  whole  business  system  would  again  be  stimulated 
into  a  state  of  revival.  Finally,  the  interferences  with  the  liquidation 
])rocess  that  would  become  possible  under  such  plans  might  place 
undue  burden  upon  the  marginal  laborers  and  business  concerns.  The 
irregularities  in  the  movement  of  prices  might  also  become  greater  if 
ca]>ital  expenditures  were  undertaken  in  periods  of  depression.  If  it 
is  true  that  we  are  entering  a  long  period  of  falling  prices  with  inter- 
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mittent  short-time  price  recoveries,  the  application  of  these  plans 
would  probably  meet  with  more  unfavorable  conditions. 

Nevertheless,  these  difficulties  are  onlv  pointed  out  here  to  open  up 
further  aspects  of  the  problem  of  controlling  the  business  cycle  by 
these  proposed  schemes.  Practical  tests  of  well  devised  plans  along 
these  lines  should  meet  with  the  support  of  those  interested.  These 
experiments  should  be  welcomed. 

In  conclusion,  it  might  be  suggested  that  there  is  another  approach 
to  the  problem  of  controlling  the  business  cycle  which  has  thus  far 
not  been  wisely  sponsored.  Dr.  W.  C.  Mitchell  has  pointed  out  in 
a  scholarly  manner  the  fundamental  nature  of  our  money  economy, 
the  necessity  of  procuring  adequate  data  with  reference  to  its  work- 
ings in  order  to  effect  better  means  of  control  toward  the  end  of 
greater  human  welfare.  It  is  difficult  to  disagree  with  him  in  this 
matter.  Then,  must  we  not  recognize  that  a  more  coherent  organiza- 
tion of  the  money  economy  would  offer  a  better  basis  for  control  and 
more  homogeneous  data  with  reference  to  its  workings  upon  which 
policies  of  control  could  be  better  formulated?  Economic  evolution 
is  distinctly  toward  concentration  of  markets  and  of  business  enter- 
prises in  the  industrial  as  well  as  in  the  financial  field.  It  is  only 
necessary  to  point  to  the  development  of  the  system  of  industrial  and 
banking  Kartels  in  Germany  before  the  war.  Since  the  war  the 
movement  toward  concentration  of  business  enterprises  has  received 
added  impetus.  The  recent  experiences  in  England  and  Germany 
offer  illuminating  evidence.  The  movement  has  struck  root  in  this 
country.  As  examples,  one  might  cite  the  Cleveland  bank  consolida- 
tion, the  proposed  steel  combine  of  the  independent  concerns,  and  the 
Ford  industrial  integration.  It  is  true  that  the  traditional  aversion 
in  America  toward  consolidation  and  combination  of  business  enter- 
prises is  deeply  rooted.  But  the  development  is  obviously  in  that 
direction.  Federal  supervision  over  the  large  business  concentrations 
might  be  substituted  for  the  present  harrassing  state  control.  Would 
not  efficient,  directive  policies  inaugurated  toward  the  end  of  properly 
fostering  the  movement  of  concentration  in  American  fields  of  bank- 
ing and  industry  lead  toward  a  better  organization  of  our  business 
system,  more  homogeneous  data  as  a  basis  of  control,  and  be  more 
fruitful  of  results  over  a  given  period  than  the  various  plans  pro- 
posed? Would  not  some  consolidation  within  the  30.000  banks  in 
this  country  aid  toward  the  control  of  credit?  Would  not  production 
and  prices  become  more  stabilized  and  the  prices  in  the  price  system 
keep  a  more  consistent  relation  toward  each  other  under  a  system  of 
greater  business  concentration  ?  Recognizing  the  practical  limitation 
upon  the  size  of  business  units  which  would  involve  the  law  of  dimin- 
ishing returns  in  productive  efficiency,  nevertheless,  the  tying  together 
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of  the  various  large  enterprises  could  be  obtained  through  Kartelling 
as,  for  example,  in  Germany  and  England.  It  is  realized  that  these 
suggestions  open  up  intricate  and  vital  questions,  but  policies  formu- 
lated along  these  lines  would  lead  to  a  more  expeditious  control  of  our 
business  life,  for  we  would  be  swimming  with  the  current  of  develop- 
ment of  our  industrial  and  financial  enterprises. 

Walter  W.  Stewart. — The  preceding  papers  have  raised,  in  sharp 
fashion,  this  question:  Can  men  learn  to  control  the  institutions  under 
wliich  they  live  or  must  men  continue  to  be  controlled  by  them? 

Professor  Mitchell  believes  that  since  these  institutions  are  rules 
of  our  own  making  they  are  subject  to  amendment;  that  in  order  to 
carry  out  a  revision  we  need  fuller  statistical  information,  a  clearer 
comprehension  of  the  influence  of  institutions  upon  our  economic 
behavior,  and  a  courageously  constructive  attitude  toward  the  prob- 
lem. My  comments  bear  upon  these  last  two  points,  upon  the  influence 
of  institutions  and  upon  the  attitude  of  economists.  More  specifically, 
I  wish  to  consider  the  consequences  for  investors  and  for  workers  of 
the  business  policy  pursued  during  depressions,  and  to  suggest  a 
method  by  which  further  control  might  be  secured. 

The  primary  consideration  of  the  corporate  management  during  a 
period  of  depression,  when  earnings  are  declining,  is  to  protect  the 
solvency  and  credit  of  the  corporation.  In  pursuit  of  this  policy  pro- 
vision is  commonly  made  toward  stabilizing  the  incomes  of  investors 
in  corporate  securities.  A  default  in  interest  payments  leads  to  such 
serious  financial  consequences  that  the  management  bends  every  effort 
to  maintain  the  income  of  bondholders  even  though  these  payments 
cannot  be  met  out  of  current  earnings.  Likewise  the  harm  done  .to 
the  future  credit  position  of  the  corporation  by  passing  or  reducing 
its  dividends  puts  pressure  upon  the  management  to  maintain  also  the 
dividend  payments;  the  surplus  earnings  of  the  prosperous  years  are, 
therefore,  made  available  to  the  owners  of  stock  during  years  of  de- 
pression. Thus  during  the  present  year  of  depression  the  profits  of 
corporations  have  declined  abruptly,  yet  the  monthly  distributions  of 
interest  and  dividends  have  continued  as  in  prosperous  years. 

In  contrast,  during  the  year  1921  the  wage  incomes  of  approxi- 
mately 4,000,000  industrial  workers  completely  disappeared.  This, 
too,  is  part  of  the  accepted  policy  for  dealing  with  a  depression  when 
the  financial  position  of  the  corporation  is  at  stake.  Confronted  with 
unprofitable  markets  the  management  decreases  the  pay  roll  by  the 
discharge  of  workmen.  When  production  ceases  to  be  profitable  a 
decrease  of  even  25  per  cent  in  wage  rates  appears  ordinarily  not  to 
be  a  sufficient  protection  to  the  corporate  property;  what  is  usually 
required  is  a  complete  cessation  of  wage  ]iayments  by  the  discharge 
of  workmen.      Tlie  only  way,  apparently,  by   which  large  economies 
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can  be  made  when  prices  are  declining  is  at  the  expense  of  labor. 
The  maintenance  of  tlie  pay  roll  is  a  problem  of  greater  magnitude 
than  the  maintenance  of  interest  payments — a  problem  which  corpora- 
tions have  not  solved,  and  which,  acting  individually  and  competi- 
tively, they  probably  cannot  solve.  The  pay  roll  cannot  be  maintained 
without  a  maintenance  of  production.  Production  and  solvency  can- 
not both  be  maintained  at  a  time  when  there  is  no  market  for  the 
product.  Under  these  conditions  a  decrease  in  the  pay  roll  by  the 
discharge  of  workers  is  as  essential  to  corporate  solvency  as  the  main- 
tenance of  interest  payments. 

Unemployment  among  industrial  workers  is  the  corollary  of  the 
decreased  production  of  manufactured  goods.  The  sequence  by  which 
this  reduction  of  output  proceeds  cumulatively  from  one  industry  to 
another  and  back  again  to  the  place  of  beginning  is  familiar  enough. 
Each  successive  corporation,  in  the  effort  to  save  itself,  increases  the 
difficulties  for  all;  its  discharge  of  workers  cuts  off  the  buying  power 
from  which  orders  ultimately  arise.  Such  a  policy,  though  perhaps 
expedient  or  necessary  when  corporations  act  individually  and  com- 
petitively, is  ruinous  collectively. 

Unemployment  is  not  the  outcome  of  deliberate  intention;  rather 
it  is  the  unintended  consequence  of  a  policy  with  other  aims.  But 
the  consequences  are  none  the  less  severe  because  they  are  unintended. 
In  like  manner  the  provisions  for  stabilizing  the  incomes  of  investors 
are  not  thought  of  by  the  management  as  methods  of  dealing  with  the 
business  cycle;  they  are  the  by-products  of  a  policy  intended  to  avoid 
bankruptcy  and  protect  credit.  In  the  control  of  business  cycles, 
however,  we  are  less  concerned  with  the  intentions  of  the  corporate 
management  than  with  the  consequences  of  a  business  policy  upon 
economic  behavior  and  welfare.  The  point  is,  that  a  policy  based 
upon  financial  considerations  which  bring  a  degree  of  security  to 
the  investors  brings  insecurity  to  the  workers. 

Investors  are  doubtless  more  willing  to  bear  patiently  with  the 
irregularities  of  production  and  employment  than  they  would  be  if 
their  incomes  and  investments  suffered  in  proportion  to  the  irregular- 
ity of  corporate  earnings.  Farmers  and  city  workers,  however,  who 
have  borne  the  brunt  of  the  depression,  appear  to  be  less  patient. 
Their  incomes  have  suffered  most  heavily  and  they  are  in  a  mood  to 
revise  the  accepted  rules  for  dealing  with  a  depression.  If  construc- 
tive changes  could  now  be  proposed,  their  interest  might  be  enlisted 
and  a  greater  stabilization  of  industry  secured. 

There  have  been  suggestions  for  the  stabilization  of  price  and  pro- 
duction through  the  control  of  credit  by  the  Federal  Reserve  Board. 
Perhaps  economists  turn  toward  banking  as  a  means  of  control  be- 
cause the  Reserve  Board  seems  to  be  the  only  organization  acting  in 
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the  public  interest  which  has  the  authority  and  power  to  make  its  deci- 
sions effective.  I  agree  that  in  its  rediscount  policy  the  Federal  Reserve 
Board  should  keep  in  mind  the  price  level  and  the  production  level  as 
well  as  the  reserve  ratio  and  prevailing  conditions  of  credit.  A  change 
in  the  rediscount  rate^  however,  is  a  feeble  instrument  for  making 
effective  a  judgment  and  a  will  which  may  differ  from  the  will  of  the 
banking  and  business  community.  The  primary  decisions  which  deter- 
mine the  volume  and  character  of  bank  loans  are  made  at  the  place  of 
original  discount.  In  fact,  the  rediscount  policy  of  1920  was  finally 
made  effective  not  by  the  advance  in  the  rate  of  rediscount  alone  but  by 
the  actual  discrimination  at  the  source  against  certain  kinds  of  loans. 
Those  who  approach  the  problem  of  industrial  stabilization  through 
the  control  of  credit  do  not  ordinarily  contemplate  the  rationing  of 
bank  loans  by  a  central  authority,  yet  it  is  probable  that  if  the  attempt 
were  made  to  restrict  the  total  volume  of  loans  at  a  time  when  bank- 
ing reserves  were  still  adequate  the  policy  would  be  brought  face  to 
face  with  that  issue. 

Entirely  apart  from  the  effectiveness  of  the  rediscount  policy, 
however,  the  character  of  the  organization  of  the  Federal  Reserve  Sys- 
tem has  shown  the  possibilities  of  a  certain  type  of  economic  organ- 
ization. The  experience  in  the  recent  crisis  proved  the  wisdom  of 
transferring  certain  functions  which  formerly  were  under  competitive 
management  to  a  board  wliose  decisions  and  actions  are  free  from 
the  pressure  of  business  competition.  It  will  be  remembered  that 
so  long  as  the  responsibility  for  the  ultimate  banking  reserves  re- 
mained with  the  bankers'  banks  in  New  York  the  policy  pursued  in 
a  crisis  did  not  permit  the  making  of  loans  to  solvent  borrowers,  nor 
did  it  prevent  a  suspension  of  cash  payments.  Each  banker,  in  the 
effort  to  save  himself,  created  a  situation  from  which  none  could  es- 
cape, and  the  crisis  became  a  panic.  Finally  the  Federal  Reserve  Act 
made  a  distinction  between  the  management  of  a  banking  system  and 
tlic  management  of  a  bank,  and  took  the  final  responsibility  for  re- 
serves out  of  the  hands  of  the  individual  bankers.  Banking  panics 
had  arisen  out  of  the  competitive  management  of  banking  reserves; 
they  disappeared  when  those  reserves  were  centralized  and  brought 
under  a  unified  control. 

The  uncontrolled  and  competitiv'c  management  of  production  and 
the  free  and  competitive  determination  of  price  now  lead  to  conse- 
quences quite  as  disastrous.  Buying  power  depends  upon  both  price 
and  output,  and  a  collapse  of  either — at  the  farm  or  in  the  factory — 
causes  a  breakdown  in  the  exchange  of  goods.  A  proper  organization 
of  that  vast  system  of  markets  and  prices  which  stands  between  and 
connects  the  farm  and  the  factory  would  cause  the  products  from 
these  two  sources  to  mutually  and  continuously  support  one  another. 
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It  is  possible  that  by  a  redistribution  of  funetions  in  the  fields  of  pro- 
duction and  price  control  could  be  established.  In  all  save  certain 
specific  matters  discretion  could  be  left  with  the  individual  business 
enterprise,  but  in  other  matters  tli^e  decisions  might  be  made  by  an 
agency  organized  on  a  non-competitive  basis  and  acting  in  the  inter- 
est of  the  general  welfare.  The  need  for  protecting  competitors  from 
themselves  is  as  great  in  the  field  of  production  as  it  was  in  the  field 
of  banking.  A  plan  which  attempts  that  might  run  counter  to  the 
accepted  principles  of  competitive  management,  but  so  did  the  plan 
for  the  reorganization  of  banking.  The  problem  of  controlling  the 
business  cycle  is  a  large  undertaking,  and  we  need  not  delude  our- 
selves that  it  can  be  achieved  by  slight  modifications  in  the  existing 
scheme  of  control. 

Whether  the  men  of  this  generation  learn  to  control  the  institutions 
of  the  money  economy  depends,  in  large  part,  upon  the  attitude  to- 
ward the  problem  taken  by  the  economists.  If  economists  continue 
to  believe  that  corrections  will  automatically  be  applied  by  the  free 
and  unregulated  operation  of  market  forces,  then  the  cyclical  fluc- 
tuations of  business  may  continue  much  as  they  have  in  the  past. 
Those  price  oscillations  which  prevent  production  and  disturb  indus- 
try will  continue,  along  with  other  price  changes  which  are  useful  in 
the  guidance  of  production,  until  the  economists  undertake  to  disting- 
uish between  the  two.  If  the  price  system  need  not  yield  periodically 
to  the  action  of  the  planet  Venus,  then  surely  it  might  be  expected  to 
show  some  resistance  to  the  action  of  "natural  law."  Natural  law  in 
the  industrial  world  is  a  statement  of  the  consequences  which  flow 
from  rules  of  our  own  making.  A  modification  of  these  consequences 
as  they  appear  in  business  cycles  can  be  secured  only  by  a  revision  of 
the  rules.  Any  such  revision  inevitably  carries  with  it  some  risks, 
but  farmers  and  workers,  I  imagine,  might  be  willing  to  sliare  in  these 
new  risks  as  a  means  of  avoiding  or  sharing  with  others  the  risks 
which  they  now  bear  alone.  Economists,  by  participating  in  the 
revision,  might  help  to  make  the  new  rules  practicable  and  adequate. 


THE  PRESENT  POSITION  OF  AMERICAN  TRADE 
UNIONISM 

By  George  E.  Barnett 
Johns  Hopkins  University 

Tlie  present  paper  falls  into  three  parts:  (1)  a  discussion  of 
the  growth  of  membership  of  American  trade  unions  from  1897  to 
1920;  (2)  an  analysis  of  the  great  increase  in  membership  since 
1915;  and,  (3)  a  consideration  of  the  factors  making  for  the 
growth  or  decline  in  membership  in  the  immediate  future. 

jMembership  is,  of  course,  not  the  sole  criterion  of  the  success 
or  failure  of  trade  unionism.  Other  elements  must  be  taken  into 
account.  The  legal  position  of  trade  unions,  as  it  changes  from 
time  to  time,  is  a  matter  of  moment,  although  as  history  has  so 
frequently  shown,  the  effect  on  trade  unionism  of  adverse  legal 
decisions  is  almost  always  exaggerated.  The  conception  enter- 
tained by  trade  unionists  of  the  relation  of  organized  labor  to 
the  existing  economic  machine  may  very  well  be  a  determining 
element  in  the  position  of  trade  unionism.  But  when  allowances 
have  been  made  for  the  relatively  slow  changes  in  other  factors, 
the  movement  of  membership  may  be  regarded  as  the  most  im- 
portant single  consideration  in  estimating  the  growing  or  waning 
influence  of  trade  unionism.  The  enormous  growth  in  the  mem- 
bership of  the  American  unions  since  1915  may  properly  be  con- 
sidered the  most  significant  feature  of  recent  trade-union  history. 
The  significance  of  this  increase  can  be  understood,  however, 
onl}^  when  it  is  projected  against  the  background  of  the  course  of 
trade-union  membership  for  a  number  of  3'ears. 

Before  attempting  to  sketch  the  history  of  trade-union  mem- 
bership in  the  United  States  since  1897,  however,  I  should  say  a 
few  words  as  to  tlie  statistics  of  membership  which  I  am  using. 
Since  the  figures  of  membership  })ublished  by  the  American  Feder- 
ation of  Labor  include  only  the  membership  of  affiliated  national 
unions,  and  since  no  official  bureau  in  the  United  States,  either 
federal  or  state,  concerns  itself  to  assemble  the  statistics  of  na- 
tional unions,  I  attempted  some  years  since  to  estimate  as  closel}' 
as  possible  the  membership  of  American  national  unions  since 
1897.  The  results  of  this  study,  covering  the  period  from  1897 
to  191-i  inclusive,  were  published  in  the  Quarterly  Journal  of 
Economics  for  October,  1916.  These  statistics  have  been  carried 
through  1920  by  the  same  methods  used  in  the  earlier  study.     It 
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is  unnecessary  to  take  time  here  to  describe  these  methods,  since 
they  have  been  fully  set  forth  in  the  article  cited.  To  avoid  the 
possibility  of  misunderstanding,  one  point  however,  should  be 
made  clear.  The  statistics  which  I  have  used  include  the  Cana- 
dian membership  of  national  trade  unions  which  also  have  mem- 
bers in  the  United  States,  but  do  not  include  the  membership  of 
independent  local  unions  in  the  United  States.  Since  the  member- 
ship of  these  local  unions  approximately  equals  that  of  the  Cana- 
dian local  unions  affiliated  with  international  unions,  the  figures 
may  be  regarded  as  fairly  representative  of  the  membership  of 
trade  unions  in  the  United  States.  Even  if  they  somewhat  exag- 
gerate that  membership,  the  relative  movement  shown  by  the 
figures  is  correct,  since  the  movement  of  trade-union  membership 
in  Canada,  as  we  know  from  the  very  careful  estimates  of  member- 
ship made  since  1910  by  the  Canadian  Department  of  Labour, 
has  been  almost  identical  with  that  in  the  United  States. 

The  history  of  trade-union  membership  in  the  United  States 
since  1897  may  be  divided  into  four  distinct  periods:  (1)  From 
1897  to  1904,  the  membership  increased  from  a  half  million  to 
over  two  million,  every  year  in  this  period  showing  an  increase. 
(2)  From  1904  to  1910,  trade-union  membership  oscillated  around 
the  2,000,000  mark,  showing  no  trend  either  upward  or  down- 
ward. (3)  Beginning  in  1910,  a  pronounced  upward  movement 
became  manifest.  From  1910  to  1913  the  membership  of  Ameri- 
can trade  unions  rose  from  two  million  to  nearly  two  and  three- 
quarter  millions.  This  movement  was  reversed  in  1914  by  the 
beginning  of  the  industrial  depression  and  by  the  outbreak  of 
the  Great  War.  By  1915,  trade-union  mombersliip  had  fallen  to 
approximately  two  and  one-half  millions.  (4)  In  1915  a  great 
upward  movement  began.  This  movement  did  not  slacken  with 
the  Armstice,  but  continued  in  full  force  until  1920,  at  which 
time  the  number  of  trade  unionists  was  only  slightly  sliort  of  five 
million. 

From  a  study  of  the  statistics  two  conclusions,  important  for 
the  present  purpose,  may  be  deduced : 

1.  The  increase  in  membership  since  1915  has  been  unpre- 
cedented in  the  history  of  American  trade  unionism.  In  no  other 
period  of  equal  length,  except  in  the  years  from  1897  to  1903, 
was  there  an  equally  large  j)crcentage  of  increase  and  at  no 
time  has  the  increase  in  absolute  numbers  been  so  great. 
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2.  Heretofore  the  recession  in  membership,  even  in  times  of 
extended  industrial  depression,  has  never  been  more  than  10  per 
cent. 

If  history  repeats  itself,  American  trade  unionism  will  have 
at  the  beginning  of  the  next  period  of  prosperity  a  far  larger 
part  of  the  working  class  enrolled  in  its  ranks  than  ever  before. 
To  take  only  the  crudest  comparative  figures:  in  1910,  the  mem- 
bership of  American  trade  unions  was  5.6  per  cent  of  the  gain- 
fulh^  occuj)ied  })ersons ;  in  1920,  according  to  the  preliminary 
occupation  statistics,  it  was  12  per  cent  of  the  number  of  gain- 
fully occupied  persons.  From  1900  to  1910,  the  membership 
increased  only  from  3.5  to  5.6  per  cent  of  the  gainfully  occupied. 
But  the  conditions  under  which  this  great  increase  in  member- 
ship has  been  attained  are  unique  and  before  judgment  is  passed 
upon  the  ])robable  future  of  trade-union  membership,  it  will  be 
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desirable  to  analyze  in  some  detail  this  phenomenal  growth  in 
order  to  ascertain  whether  the  increase  in  membership  was  spread 
equally  over  all  industries  or  was  concentrated  on  a  few.  For 
the  purposes  of  this  analysis,  it  seems  best  to  compare  the  statis- 
tics of  membership  for  1920  with  those  for  1913,  since  1913  was 
also  a  peak  year  and  a  comjjarison  with  1915  exaggerates  some- 
what the  actual  increase.  I  have  divided  American  trade  unions 
into  fifteen  classes,  corresponding  roughly  to  the  industries  of  the 
country.  Statistics  of  membership  for  these  industries  are  only 
rough  approximations,  since  it  is  not  possible  to  allocate  the 
membership  of  the  unions  among  the  industries  in  which  thev  are 
actually  employed.  For  example,  all  the  members  of  the  Machin- 
ists' Union  have  been  placed  under  Metal  and  Engineering  in- 
dustries, although  many  are  employed  in  railroad  shops.  But 
when  allowance  is  made  for  these  defects,  certain  broad  conclu- 
sions may  be  drawn  from  the  tables.  The  first  is  that  the  in- 
crease in  membership  in  different  industries  has  been  very  unequal. 
In  five  of  the  industrial  groups,  the  increase  has  been  negligible. 
In  order  of  importance,  they  are  (1)  Mining  and  Quarrying;  (2) 
Food,  Liquor  and  Tobacco;  (3)  Theatres  and  Music;  (-i)  Chemi- 
cals, Clay,  Glass  and  Stone;  and  (5)  Lumber  and  Woodworking. 

In  a  second  group  of  industries,  considerable  percentage  in- 
creases of  membership  occurred,  but  on  account  of  the  small 
number  of  trade  unionists  in  tliese  industries,  the  total  addition 
to  trade-union  membership  was  small.  The  industries  in  tliis 
group  are:  (1)  Textiles,  (2)  Leatlier,  (3)  Paper,  Printing  and 
Bookbinding,  (4)  Restaurant  and  Trade,  and  (5)  Public  Service. 
The  increases  in  trade-union  membership  in  these  groups  was 
responsible  for  a  total  increase  of  300,000,  or  less  tluin  one- 
seventh  of  the  total  increase  from  1913  to  1920. 

Leaving  out  of  account  the  miscellaneous  group,  wliicli  is  not 
important  in  numbers,  the  four  remaining  groups — (1)  Building, 
(2)  INIetal,  Machinery  and  Shipbuilding,  (3)  Clothing,  and  (4) 
Transportation — are  responsible  for  1,800,000  of  the  two  and 
one-quarter  million  increase  from  1913  to  1920.  It  seems  obvious, 
therefore,  that  the  immediate  future  of  American  trade-union 
membership  is  largely  dependent  upon  its  future  in  these  in- 
dustries. 

When  the  increases  in  these  industries  are  compared,  it  appears 
that  of  the  increase  of  1,800,000  approximately  700,000  is  attrib- 
utable to   transportation.      But   even   this   large   increase  by   no 
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means  represents  the  full  importance  of  transportation  in  the 
increase  of  trade-union  membership  from  1913  to  1920.  A  very 
considerable  part  of  the  increases  credited  to  the  building  and 
metal  groups  is  properly  ascribable  to  the  transportation  group. 
Unfortunately,  no  exact  statement  of  the  total  increase  which 
should  be  credited  to  transporation  can  be  made.  But  it  is 
within  bounds  to  say  that  1,000,000  of  the  total  increase  of  two 
and  a  quarter  millions  since  1913  are  to  be  found  in  transporta- 
tion, and  that  of  these  about  700,000  are  in  the  railway  service. 
It  is  a  significant  fact  also  that  in  the  railway  service,  taken  as 
a  whole,  the  great  increase  in  membership  has  occurred  since  1918. 
The  increase  in  trade-union  membership  from  1919  to  1920,  ex- 
ceeding that  in  any  other  year,  was,  indeed,  chiefly  attributable  to 
the  rapid  growth  of  trade  unionism  in  the  railway  service. 

In  view  of  the  large  part  played  by  the  railroad  unions  in  the 
increase  of  membership,  the  consideration  of  the  probable  imme- 
diate future  of  American  trade-union  membership  may  be  ap- 
proached best  by  dealing  first  with  the  railroad  unions.  This 
division  of  the  question  is  justified,  not  only  by  the  great  relative 
increase  in  the  membership  of  these  unions,  but  even  more  by 
certain  conditions  peculiar  to  the  railway  service,  which  affect 
materially  trade-union  membership.  In  all  the  four  great  in- 
dustrial groups — Building,  Metals,  Clothing,  and  Transportation, 
which,  as  shown  above,  contributed  four-fifths  of  the  total  in- 
crease in  trade-union  membership  from  1915  to  1920 — the  growth 
of  trade  unionism  was  greatly  stimulated  by  direct  governmental 
action.  These  were  the  war  industries  par  excellence  and  the  inter- 
vention of  the  government  in  one  way  or  another  to  preserve 
industrial  peace  resulted  in  all  of  them  in  great  increases  in  mem- 
bership. The  forms  of  governmental  intervention  which  produced 
this  result  varied  from  industry  to  industry,  but  in  all  industries 
except  transportation  governmental  intervention  has  ceased. 
Some  account  must  be  taken  of  the  continuing  effects  of  the  activi- 
ties of  the  government.  It  is  possible  that  trade  unionism  has 
been  given  such  an  impetus  in  the  clothing  trades,  for  example, 
that  it  will  for  a  time  retain  its  stronger  hold.  But  unless  rein- 
forced by  some  other  factor,  as,  for  example,  restriction  of  immi- 
gration, there  is  no  reason  to  believe  that  governmental  inter- 
vention has  produced  in  any  of  these  industries,  except  trans- 
portation, permanent  results.  But  in  the  railway  service,  the 
end  of  the  war  was  not  the  end  of  "•overnmental  intervention.      As 
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far  an  any  one  can  now  see,  the  system  of  judicial  determination 
of  wages  and  working  conditions  set  up  by  the  Esch-Cummins  Act 
is  a  permanent  institution. 

The  effects  of  the  continuance  of  governmental  control  on  the 
membership  of  the  railway  unions  is  twofold.  In  the  first  place, 
the  membership  of  the  unions  is  protected  against  the  more  impor- 
tant disintegrating  influences  of  a  time  of  depression.  There 
can  be  no  building  up  of  non-union  establishments  and  no  diver- 
sion of  work  to  non-unionists.  There  has  been  some  loss  of  mem- 
bership directly  through  unemployment,  but  this  loss  is  easily 
recouped.  The  second  effect  of  the  continuance  of  government 
control  has  been  the  extension  of  certain  rules  which  were  a 
powerful  force  in  some  of  the  unions  prior  to  governmental  inter- 
vention in  attracting  and  holding  members.  The  outstanding 
feature  of  trade  unionism  on  the  railway's  until  recently  has  been 
the  high  state  of  organization  among  the  workmen  making  up  the 
train  crews,  and  to  a  less  extent  in  the  shops,  and  the  low  state  of 
organization  elsewhere.  This  difference  is  explicable  partly  by 
the  fact  that  the  members  of  the  train  crews  are  more  necessary 
to  the  operation  of  the  road,  partly  by  the  higher  average  intelli- 
gence of  these  workmen.  Through  the  use  of  these  elements  of 
strength,  the  brotherhoods  had  won  on  all  the  roads  the  right  to 
organize  and  to  bargain  collectively.  Under  the  governmental 
operation  of  the  roads  and  under  the  Labor  Board,  the  right  to 
organize  and  to  bargain  collectively  has  been  given  to  all  groups 
of  employees,  no  matter  how  easily  replaceable.  But  the  right 
to  organize  alone  would  have  produced  far  less  significant  re- 
sults in  an  increase  of  membership  than  those  actually  attained. 
It  is  one  of  the  curious  although  little  observed  phenomena  of 
American  trade  unionism  that  the  railway  brotherhoods,  although 
not  availing  themselves  of  the  aid  of  the  closed  shop,  have  been 
able  to  bring  into  membership  larger  proportions  of  the  men  in 
their  trades  than  any  other  unions  of  equal  or  even  approxi- 
mately equal  size.  The  opponents  of  the  closed  shop,  indeed,  have 
occasionally  called  attention  to  the  success  of  the  brotherhoods, 
and  have  argued  therefrom  the  usclessness  of  the  closed  shop  as  a 
means  of  gaining  and  holding  members. 

The  explanation  of  the  great  success  of  the  brotherhoods  ap- 
pears to  lie  in  certain  provisions  in  the  agreements  with  the 
roads  secured  at  a  very  early  time.  These  provisions  cover  the 
subjects  of  discipline  and  promotion  and  operate  to  give  every 
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member  of  tlic  brotherlioods  a  direct  personal  interest  in  the 
activities  of  liis  union.  It  is  a  fact  of  common  observation  in 
the  stud>^  of  trade  unions  that  those  unions  are  strongest,  other 
tilings  being  equal,  in  which  the  work  of  the  union  affects  the 
member  solely  as  an  individual. 

The  desire  to  raise  wages  or  sliortcn  hours  is  a  mass  desire  and 
in  experience  lias  proved  less  strong  than  the  desire  to  resist  unjust 
discharge  or  discrimination.  Where  a  piece  rate,  for  example, 
must  be  the  subject  of  constant  bargaining,  the  desire  of  the 
worker  to  put  boliind  himself  the  strength  of  the  union  is  appar- 
ently'^ more  effective  than  the  desire  to  cooperate  in  raising  the 
standard  rate.  In  any  group,  a  large  number  of  men  are  willing 
to  leave  to  their  fellows  the  task  of  carrying  on  collective  bar- 
gaining for  those  things  the  common  benefit  from  which  will  accrue 
to  the  entire  group,  but  very  few  men  will  refrain  from  group 
action  where  the  end  to  be  sought  is  peculiar,  and  individual  to 
themselves.  The  coal  miner  Avho  expects  to  find  himself  in  a  con- 
troversy with  his  employer  over  deadwork  will  join  the  union, 
although  he  might  not  do  so  if  the  only  question  likely  to  come 
up  was  the  matter  of  the  standard  rate  and  there  were  no  check- 
off. 

The  National  Agreements  concluded  between  the  railway  unions 
and  the  Railway  Administration  contain  in  somewhat  modified 
form  the  provisions  as  to  discipline  and  promotion  wliich  for 
many  years  have  been  in  the  agreements  of  the  brotherhoods. 
These  provisions  will  ])rove  a  powerful  force  for  holding  member- 
ship. 

If  we  turn  now  to  the  unions  not  included  in  the  railway  group 
•  the  outlook  is  far  less  ])romising.  In  the  clothing  industries 
the  restriction  of  immigration  has  lessened  the  danger  of  non- 
union c()mf)etition,  but,  broadly  speaking,  no  essential  change  in 
condition  has  occurred. 

Will  the  experience  of  the  y^ast  be  repeated?  I  have  said  above 
that  since  1897  the  recession  in  trade-union  membership  in  no 
period  of  business  depression  has  been  more  than  ten  per  cent. 
Will  the  American  unions  emerge  from  the  present  industrial 
dej^ression  Avith  no  greater  loss  than  this?  Since  the  main  diffi- 
culty in  the  retention  of  membership,  apart  from  actual  loss 
tlirough  unemployment,  lies  in  the  necessity  for  a  readjustment 
of  wages  to  the  general  level  of  prices,  the  gravity  of  the  problem 
is  determined  primarih'  by  the  amount  of  the  change  in  the  general 
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level  of  prices.  The  rapid  and  great  fall  in  prices  ha^sgrescnted 
to  the  American  unions  a  problem  which  differs  markedly  in 
degree  from  any  which  they  have  ever  faced.  The  nearest  approach 
was  the  period  of  deflation  after  the  Civil  War.  But  as  trade 
unionism  was  unimportant  in  the  United  States  at  that  time,  the 
analogy  is  not  helpful. 

Prediction  is  hazardous,  but  there  are  indications  in  such  re- 
ports of  union  membership  as  are  available  that  the  fall  in  trade- 
union  membership,  with  the  exception  of  the  membership  of  the 
railway  unions,  will  far  exceed  the  loss  suffered  in  previous  periods. 
How  great  the  loss  will  be  will  depend  largely  upon  the  tactical 
skill  with  which  the  unions  are  managed  during  the  period  of 
depression. 

Trade  unions  function  best  under  a  regime  of  static  prices. 
The  problems  to  be  envisaged  in  a  period  of  declining  prices,  and 
the  conditions  which  must  be  taken  into  account,  vary  widely 
from  union  to  union.  Those  unions  wliich  are  protected  by  long- 
time arbitration  contracts  have  least  to  apprehend.  But  where 
such  contracts  do  not  exist,  the  unions  must  face  the  issue  of 
changes  in  wages,  and  a  decision  as  to  proper  policy  is  extremely 
difficult  to  make.  First  to  be  taken  into  account  is  the  power 
of  the  union  to  resist,  and  the  factors  to  be  reckoned  here  include 
the  growth  of  non-union  competition  and  the  possible  replacement 
of  union  men  by  non-unionists.  Secondly,  the  union,  in  theory 
at  any  rate,  should  consider  the  effect  on  the  amount  of  employ- 
ment of  a  change  in  wage  rates.  As  to  neither  of  these  two  sets 
of  conditions  is  there  available  information  which  is  even  approxi- 
mately exact  enough  for  the  purpose  in  hand. 

But  even  more  important  than  the  lack  of  exact  information 
is  the  reluctance  of  trade  unions,  especially  of  the  rank  and  file, 
to  guide  their  policies  by  ])urely  competitive,  economic  considera- 
tions. The  trade  union  exists  in  a  world  ruled  by  economic 
factors,  but  it  has  adopted  as  its  ruling  principle  the  dictum 
that  labor  is  not  a  commodity.  I  do  not  raise  the  (jucstion  as  to 
whether  that  is  a  sound  principle,  but  it  is  certainly  a  principle 
on  which  it  is  difficult  to  act  in  a  period  of  falling  prices  and  at 
the  same  time  to  preserve  intact  or  approximately  intact  the 
strength  of  the  unions. 
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MEMBERSHIP  OF  AMERICAN  TRADE   UNIONS,  1915-1920. 

(OO's  omitted) 

Unless  otherwise  indicated  the  data  contahied  in  this  table  were  obtained  from  the  reports  of  the  Ameri- 
can Federation  of  Labor.     Figures  in  italics  were  obtained  from  the  proceedings  of  the  union 
or  by  correspondence  with  the  centra!  office  of  the  union. 


Name  of  Union 

1915 

1916 

1917 

1918 

1919 

1920 

Mining  and  Quarrying 

Mine,  Mill  and  Smelt.  Workers 

United  Mine  Workers 

Quarry  Workers 

167 

3116 

36 

161 

3180 

35 

179 

3520 

35 

167 

4134 

31 

178 

3938 

30 

211 

3936 

30 

Total  in  Group 

3319 

3376 

3734 

4332 

4146 

4177 

Building  Trades 

Bricklayers  and  Masons 

Bridge  and  Iron  Workers 

Building?  Laborers 

759 

123 

111 

1940 

16 

30 

12 

12 

362 

27 

10 

319 

16 

753 

183 

410 

178 

6 

60 

735 

142 

80 

2128 

28 

12 

14 

362 

28 

10 

324 

6 

782 

184 

4B0 

175 

6 

60 

785 
160 

t 
2472 

28 

12 

16 

415 

29 

10 

324 

10 

852 

190 

520 

176 

6 

60 

716 
186 

3217 

25 
12 
t 

544 

29 

16 

367 

10 

845 

190 

600 

183 

6 

60 

652 
241 

3460 

t 
10 

1312 

30 

18 

400 

10 

827 

190 

600 

202 

6 

60 

736 

277 

Carpenters,  United 

Cement  Workers 

3719 

Ceramic  Tile  Layers 

Composition  Roofers 

18 

Compressed  Air  Workers 

Electrical  Workers 

Elevator  Constructors 

1392 
31 

Heat  and  Asbestos  Workers 

Hod  Carriers 

22 

420 

Marble  Workers 

12 

Painters 

1031 

Plasterers 

194 

Plumbers 

750 

Sheet  Metal  Workers 

Slate  and  Tile  Roofers 

218 

t 

Wood  and  Metal  Lathers 

59 

Total  in  Group 

5327 

5529 

6065 

7006 

8018 

8879 

Metal,  Machinery,    and    Shipbuilding 

Blacksmitl  s 

Blast  Furrtace  Workers 

Boiler  Ma'.:ers 

85 

'i73 

130 

3 

3 

"34 

6 

65 

719 

110 

500 

65 

3 

293 

1 

11 

3 

97 

182 

172 

2 

3 

"32 

8 

67 

53 

1009 

115 

500 

65 

2 

308 

1 

12 

3 

120 

'312 
195 

2 

4 

"36 

13 

110 

43 

1125 

120 

500 

70 

t 

390 

1 

17 

3 

183 

'555 

232 
2 
4 

"28 

33 

161 

48 

1436 

135 

500 

88 

'534 

1 

19 

3 

283 

'849 

381 

2 

5 

18 

26 

54 

197 

51 

2546 

ISO 

500 

90 

1004 

1 

19 

3 

483 

ioso 

Automobile,  Aircraft,  etc 

Cutting  Die  Makers 

454 
2 

Diamond  Workers 

6 

Draftmen  s  Union 

Engineers,  Amalgamated 

Foundry  Employees 

35 
t 
91 

I.  S.  and  Tin  Workers 

315 

Tewelry  Workers 

81 

Machinists 

3308 

Metal  Polishers 

125 

Molders 

500 

Pattern  Makers 

Pocket  Knife  Grinders 

90 

Railway  Carmen 

Saw  Smiths.  .  . 

Stove  Mounters 

1821 

1 

19 

Wire  Weavers 

4 

Total  in  Group 

2204 

2631 

3055 

3962 

6159 

8365 

i    t  Union  disbanded  or  amalgamated  with  another  union. 
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Name  of  Union 

1915 

1916 

1917 

1918 

1919 

1920 

Paper,  Printing  and  Bookbinding 

Bookbinders 

Lithographers 

Lith.  Press  Feeders 

85 

35 

4 

5 

45 

48 

4 

227 

43 

"l3 

1 

49 

591 

93 

42 

4 

5 

52 

51 

4 

290 

44 

"12 

1 

49 

3 

607 

114 

46 

4 

5 

64 

51 

4 

330 

65 

"13 

1 

52 

3 

616 

145 

49 

4 

5 

60 

51 

4 

340 

80 

"12 

1 

53 

3 

633 

164 
56 

t 

5 
57 
50 

4 

340 

84 

1 
13 

1 
54 

t 
647 

207 
61 

Machine  Printers 

5 

Paper  Makers 

74 

Photo  Engravers 

Poster  Artists 

59 
4 

Printing  Pressmen 

Pulp  and  Paper  Mill  Workers 

Steel  Plate  Engravers 

350 
95 

2 

Steel  Plate  Printers 

14 

Steel  Plate  Transferrers 

1 

Stereotypers 

Tip  Printers 

59 

705 

1152 

1257 

1368 

1440 

1476 

1636 

Lumber  and  Woodworking 

Box  Makers  and  Sawyers 

Coopers 

Piano  and  Organ  Workers 

Shingle  Weavers 

Upholsterers 

Wood  Carvers 

no 

39 
10 

7 

"35 
10 

80 

36 

10 

4 

"39 
11 

70 

39 

15 

5 

2 
40 
12 

t 

40 
20 

t 

23 
48 
12 

"40 
20 

"32 
55 
10 

"43 
32 

ioi 

56 
12 

211 

180 

183 

143 

157 

244 

Chemical,     Clay,     Glass     and     Stone 
Brick  and  Clay  Workers 

29 

94 
100 

11 
135 

78 
2 

44 
38 

32 
94 

100 

t 

131 

77 

3 

43 

41 

28 

98 

100 

125 

76 

3 

41 
46 

25 

99 

100 

'119 

78 

4 

42 

43 

27 

95 

100 

107 

74 

3 

39 

37 

52 

Flint  Glass  Workers 

99 

Glass  Bottle  Blowers 

100 

Glass  Work,  Amal 

Granite  Cutters 

Potters,  Operative 

Powder  Workers 

'105 

80 

3 

Stone  Cutters 

40 

Window  Glass  Workers 

38 

Total  in  Group 

531 

521 

517 

510 

482 

517 

Food,  Liquor  and  Tobacco 
Bakery  Workers 

158 

520 

394 

39 

175 

496 

377 

34 

189 

450 

416 

32 

204 

450 

395 

33 

210 

400 

363 

42 

275 

Brewery  W^orkers 

341 

Cigar  Makers 

388 

Tobacco  Workers 

152 

Total   in   Group 

nil 

1082 

1087 

1082 

1015 

1156 

Restaurant    and    Tr.\de 
Butcher  Workmen 

18 

606 

50 

61 

150 

17 

590 

50 

73 

150 

15 

646 

50 

96 

150 

t 

652 

50 

291 

150 

'608 

50 

663 

150 

Hotel  Employees 

Hotel  Workers 

604 
50 

Meat  Cutters 

653 

Retail  Clerks 

208 

Total  in  Group 

885 

880 

957 

1143 

1471 

1515 

t  Union  disbanded  or  amalgamated  with  another  union. 
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Name  of  Union 

1915 

191G 

1917 

1918 

1919 

1920 

Textile 

Elastic  Goring  Weavers 

Lace  Operatives 

1 

12 

5 

4 

22 

189 

1 

11 

5 

4 

22 

255 

1 

12 

5 

4 

22 

371 

1 

12 
5 
4 

22 
459 

1 
9 
5 
4 
22 
558 

1 
9 

Machine  Textile  Printers 

Print  Cutters 

5 

4 

Spinners 

22 

Textile  Workers 

1049 

Total  in  Group 

233 

298 

415 

503 

599 

1090 

Clothing. 
Cloth  Hat  Workers 

30 
3S0 
422 
10 
85 
653 
120 

63 
JfSO 
430 
10 
85 
851 
120 

88 

570 

449 

8 

85 
823 
120 

H 

810 

459 

7 

91 
895 
120 

95 
lUO 
460 
7 
100 
905 
120 

106 

Clothing  Workers,  Amal 

Garment  Workers 

Glove  Workers 

1770 
459  ■ 
10 

Hatters 

Ladies  Garment  Workers 

Tailors 

105 

1054 

120 

Total  in  Group 

1700 

2039 

2143 

2476 

3127 

3624 

Leather. 
Boot  and  Shoe  Workers 

356 
18 

120 
9 

390 
18 

'l50 
10 

396 

t 

32 
200 
t 

358 

41 
230 

368 

"67 

390 

467 

Horse  Goods,  Workers  on 

Leather  Workers 

Shoe  Workers   United 

Traveling  Goods 

'ii7 

330 

Total  in  Group 

503 

568 

628 

629 

825 

914 

Transportation. 

Commercial  Telegraphers 

Locomotive  Engineers 

Locomotive  Firemen 

Longshoremen 

Maintenance  of  Way  Employees 

Marine  Engineers 

Masters,  ]\iates  and  Pilots 

Pavers 

Paving  Cutters 

Railroad  Patrolmen 

Railroad  Signalmen 

Railroad  Station  Agents 

Railroad  Stationmen 

Railroad  Station  Employees 

Railroad  Telegraphers 

Railroad  Trainmen 

Railway  Clerks 

Railroad  Conductors 

Seamen 

Steam  Shovelmen 

Sleeping  Car  Conductors 

Street  and  Electric  Railway  Employees. 

Switchmen 

Teamsters 

Tunnel  Constructors 


Total  in  Group 5760 


10 

10 

10 

10 

20 

737 

729 

752 

808 

831 

831 

936 

1030 

1134 

1233 

250 

250 

255 

260 

313 

81 

89 

97 

56 

542 

91 

93 

105 

79 

128 

45 

40 

43 

48 

62 

16 

15 

15 

17 

18 

35 

33 

32 

32 

26 

'"s 

"9 

'"s 

'9 

"62 

35 

35 

40 

45 
61 

50 
45 

m 

187 

222 

294 

327 

250 

250 

272 

377 

446 

1305 

1432 

1591 

I8I4 

1969 

50 

51 

68 

172 

714 

485 

481 

487 

503 

524 

160 

217 

322 

371 

427 

27 

20 

29 

37 

60 

'589 

646 

'737 

'786 

897 

90 

93 

102 

107 

118 

516 

590 

703 

729 

756 

15 

27 

34 

24 

20 

5760 

6233 

6954 

7773 

9588 

t  Union  disbanded  or  amalgamated  with  anotiier  union. 
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Name  of  Union 

1015 

1916 

1917 

1918 

1919 

1920 

Theatres    and    Music- 
Actors  

Musicians 

Theatrical  Stage  Employees 

87 
600 
180 

90 
600 
181 

47 
604 
186 

30 
650 
186 

30 
6.54 
185 

69 
700 

196 

Total  in  Group 

867 

871 

837 

866 

869 

965 

Public  Service 

Federal  Employees 

Fire  Fighters 

Letter  Carriers 

250 
32 

133 
20 

"334 

250 

42 

135 

27 
27 

81 

'328 

250 

81 

13Jt 

"2! 

109 
23 
325 
250 
101 
135 

"10 

204 
154 
339 
250 
145 
147 

"28 

385 
221 
224 

Post  Office  Clerks 

250 

Post  Office  Clerks,  Federal 

Railway  Mail  Assoc 

162 
U8 

Railway  Postal  Clerks 

Teachers,  Am.  Fed.  of 

93 

Total  in  group 

767 

815 

895 

953 

1267 

1606 

Miscellaneous 

Barbers 

Bill  Posters 

341 

14 

7 

2 

238 

37 

57 

41 

160 
210 

359 

15 

8 

2 

352 
57 
58 
43 

'l70 
210 

398 

15 

7 

2 

584 

81 

54 

46 

170 
220 

384 

16 

7 

2 

665 

100 

54 

55 

'i71 
230 

359 
16 
10 
t 

652 

108 

54 

60 

45 

205 

250 

442 
16 

Broom  Makers 

Brush  Makers 

14 

Trade  and  Fed.  Un 

Fur  Workers 

868 
121 

Horse  Shoers 

Laundry'  Workers 

.54 
67 

Oil  and  Gas  Well 

209 

Stationary  Firemen 

Steam  Engineers 

296 
320 

Total  in  Group 

1107 

1274 

1577 

1684 

1759 

2407 

Total  in  all  Groups 

25677 

27554 

30415 

34502 

40958 

49243 

t  Union  disbanded  or  amalgamated  with  another  union. 


CONSTITUTIONAL  GOVERNMENT  IN  AMERICAN 
INDUSTRIES 

By  Wm.  M.  Leiserson 
Chairman,  Board  of  Arbitration,  Men's  Clothing  Industry, 

New  York 

1.     The  Goal  of  Trade  Unionism 

".  .  .  .  The  goal  of  trade  unionism,"  wrote  Professor  John  R. 
Commons  fifteen  years  ago,  "is  the  trade  agreement.  This  im- 
plies the  equal  organization  of  employers  and  the  settlement  of 
a  wage  scale  and  conditions  of  work  through  conferences  of  rep- 
resentatives. The  trade  agreement  must  be  distinguished  from 
'arbitration,'  which,  properly  speaking,  is  the  reference  of  dis- 
putes to  an  umpire.  Far  from  being  a  simple  solution  of  that 
kind,  it  is  a  form  of  constitutional  government,  with  its  legisla- 
tive, executive  and  judicial  branches,  its  common  law  and  statute 
law,  its  penalties  and  sanctions."^ 

Ten  or  twelve  years  later.  Professor  Robert  F,  Hoxie,  whose 
untimely  death  cut  short  some  very  fruitful  studies  of  trade 
unionism,  wrote  in  quite  a  different  strain : 

"There  arc  in  the  United  States  today  hundreds  of  union  organiza- 
tions, each  practically  independent  or  sovereign,  and  each  with  its  own 
and  often  peculiar  aims,  policies,  demands,  methods,  attitudes,  and 
internal  regulations.  Nor  is  there  any  visible  or  tangible  bond,  how- 
ever tenuous,  that  unites  these  organizations  into  a  single  whole .... 

"Thus  the  scope  and  character  of  union  ideals  and  methods  have  been 
as  broad  and  diverse  as  the  conscious  common  needs  and  conditions 
of  the  groups  of  workers  entering  into  the  organization.  Some  unions 
have  confined  themselves  to  attempts  to  deal  directly  Avith  their  imme- 
diate employers  and  their  immediate  conditions  of  work  and  pay; 
others  have  emphasized  mutual  aid  and  education;  still  others  have 
enlarged  their  field  of  action  to  include  all  employers  and  all  condi- 
tions— economic,  legal,  and  social .... 

"In  sliort,  there  is  unionism  and  unionism.  But,  looking  at  matters 
concretely,  and  realistically,  there  is  no  single  thing  that  can  be 
taken  as  unionism  per  se."^ 

Here  we  have  two  of  our  leading  students  of  labor  organizations 

differing   completely    regarding   the   fundamental    nature   of   the 

subject  matter  with  which  they  have  to  deal.     One  assumes  that 

there  is  such  a  thing  as  unionism  and  that  its  goal  is  the  trade 

^Commons,  J.  R.:  Trade  Unionism  and  Labor  Problems,  Introduction,  p.  vii. 
^Hoxie,  Robert  F.,  Trade  Unionism  in  the  United  States,  Ch.  II,  pp.  33,  35, 
36,  37. 
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agreement.  The  other  says  there  is  no  single  thing  that  can  be 
taken  as  unionism,  but  that  there  are  distinct  types  of  unions 
with  different  goals, 

Hoxie  proceeded  to  classify  the  different  types.  He  mentions 
the  structural  forms  that  have  long  been  recognized,  i.e.,  craft 
union,  industrial  union,  trades  union  or  trades  assembly,  and  the 
labor  union.  But  he  goes  further  and  distinguishes  four  func- 
tional types  of  unionism  which  he  names  "business  unionism," 
"friendly  or  uplift  unionism,"  "revolutionary  unionism,"  and 
"predatory  unionism." 

Commons  does  not  seem  to  have  elaborated  his  view  of  the 
unity  of  unionism  with  its  single  goal,  and  in  the  new  edition  of 
his  Trade  Unionism  and  Labor  Problems,  published  this  year,  he 
has  omitted  the  statement  quoted  at  the  beginning  of  this  paper. 
However,  in  his  History  of  Labor  in  the  United  States,  published 
in  1918,  we  find  repeated  reiteration  of  the  idea  that  the  goal  of 
trade  unionism  is  the  trade  agreement. 

"The  ideal  of  the  trade  agreement  was  the  main  achievement  of  the 
nineties.  It  led  the  way  from  an  industrial  system  which  alternately 
was  either  despotism  or  anarchy  to  a  constitutional  form  of  govern- 
ment in  industry". 

"At  present  the  trade  agreement  is  one  of  the  most  generally  accept- 
ed principles  in  the  American  labor  movement.  It  is  professed  by 
the  'pure  and  simple'  trade  unionists  and  by  the  great  majority  of  their 
socialist  oiDponents.  Those  who  reject  it  are  a  very  small  minority 
composed  principally  of  the  sympathizers  with  the  Industrial  Workers 
of  the  World.'" 

These  divergent  views  of  Professors  Commons  and  Hoxie  have 
been  quoted  at  some  length  because  they  represent  the  main 
trends  of  opinion  among  American  students  of  labor  organiza- 
tions. And  we  believe  that  the  fruitfulness  of  future  researches 
in  the  labor  field  will  depend  quite  largely  on  clearing  up  this 
difference  of  opinion.  Either  the  two  views  will  have  to  be  recon- 
ciled, or  one  of  them  must  be  proved  erroneous.  The  two  views 
are  not  even  clearly  distinguished,  and  some  writers  unconsciously 
change  from  one  to  the  other,  with  natural  confusion  to  their 
conclusions.  Clear  thinking  requires  that  we  shall  know  whether 
there  is  a  unity  in  the  labor  organizations  that  we  study,  whether 
there  is  a  normal  trade  unionism  with  a  more  or  less  conscious 
goal,  or  whether  there  is  a  multitude  of  unionisms  with  distinct 

'Commons,  J.  R.:  History  of  Labor  in  the  United  States.  Vol.  II,  pp.  519 
and  527. 
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types  and  distinct  goals.  Obviously,  classifications,  reasoning, 
and  conclusions  will  dilfer  greatly  as  we  adopt  the  one  view  or 
the  other. 

Is  Hoxie's  "business  unionism"  any  different  from  "revolution- 
ary unionism"  when  both  attend  to  business?  The  Amalgamat- 
ed Clothing  Workers  of  America  is  considered  too  revolutionary 
and  bolshevistic  to  belong  to  the  American  Federation  of  Labor. 
It  was  supposed  to  have  split  from  the  conservative,  business 
unionism  of  the  United  Garment  Workers  because  its  members 
were  radical  and  revolutionary.  But  its  entire  growth  and  suc- 
cess has  been  characterized  by  the  establishment  of  business 
relations  and  trade  agreements  with  the  employers  in  the  men's 
clothing  industry.  Similarly,  the  International  Ladies'  Garment 
Workers,  the  International  Association  of  Machinists,  and,  to 
some  extent  also,  the  United  Mine  Workers  are  radical  unions, 
sometimes  called  revolutionary.  Nevertheless,  in  so  far  as  these 
organizations  are  successful  in  controlling  conditions  of  em- 
ployment and  giving  their  members  a  voice  in  determining 
wages  and  working  conditions,  they  accomplish  these  results  only 
through  trade  agreements  and  business  methods  not  essentially 
different  from  the  business  unionism  of  the  stove  molders,  bottle 
blowers',  printers',  building  trades'  or  railroad  brotherhoods. 

On  the  other  hand,  the  development  of  craft  trade  agreements 
on  the  railroads  has  led  naturally  to  cooperative  action  by  all 
the  brotherhoods,  and  there  has  been  some  joint  action  also  with 
the  railroad  shop  crafts.  Thus  the  conservative  railroad  crafts 
developed  a  practical  industrial  unionism;  and  as  this  industrial 
unionism  gave  the  wage-earners  on  the  railroads  more  and  more 
power,  they  found  tiiat  profits  and  watered  stock  interfered  with 
their  efforts ;  so  their  business  unions  became  revolutionary  and 
they  promulgated  the  "Plum  Plan." 

Then  there  are  the  two  other  functional  types  of  unions : 
"friendly  or  uplift"  and  "predatory."  Hoxie  himself  admits 
that  any  union  may  become  predatory,  but  all  students  of  the 
inside  workings  of  revolutionary  unions  know  that  these,  exactly 
like  the  business  unions  of  the  building  trades  and  other  crafts,  at 
times  become  ])redatory,  and  levy  tribute  in  the  form  of  fines, 
graft,  hold-ups,  and  vicious  restrictive  regulations,  on  both  the 
employers  and  tiie  industry. 

As  to  the  "friendly  oi-  uplift  unionism,"  the  history  of  trade 
unionism  in  this  country  shows  that  this  is  but  an  early  stage  in 
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the  development  of  unions,  when  they  are  too  weak  to  exert  or 
even  to  assert  their  power  over  industry.  Then  they  are  hke 
the  wolf  in  sheep's  clothing.  They  claim  they  are  not  organized 
for  strikes,  but  only  for  mutual  benefit  and  improvement  of  their 
skill.  Just  as  soon  as  cost  of  living  begins  to  go  up,  however, 
and  this  brings  them  more  members  and  more  power,  we  find  them 
striking  and  acting  in  other  ways  like  ordinary  trade  unions 
whether  conservative  or  radical.  They  usually  retain  some  in- 
surance benefit  and  educational  features,  and  most  unions  have 
these  in  one  form  or  another.  In  a  word,  the  so-called  friendly 
or  uplift  unionism  is  but  the  ordinary  unionism  in  its  minority, 
before  it  has  attained  manhood,  before  its  members  are  able  to  as- 
sert their  right  of  citizenship  in  industry.  Even  when  the  em- 
ployer himself  organizes  a  friendly  or  uplift  union  to  get  rid 
of  the  regular  trade  union  in  the  field,  as  in  the  case  of  the  Inter- 
borough  Brotherhood  of  the  New  York  rapid  transit  companies, 
he  finds  it  soon  learns  to  go  on  strike  and  to  act  like  the  ordinary 
union. 

We  conclude,  therefore,  that  the  forms  of  trade  unionism  may 
dilTer ;  unions  may  emphasize  different  activities,  they  may  es- 
pouse different  theoretical  ideals  of  future  industrial  relation- 
ships, and  they  may  have  different  rituals  either  spoken  or  as 
preambles  to  their  constitutions,  to  explain  their  activities  ;  but 
essentially  every  union  is  the  same ;  in  the  words  of  the  AVebbs,  "a 
continuous  association  of  wage-earners  for  the  purpose  of  main- 
taining or  im})roving  tlic  conditions  of  their  working  lives." 
This  definition,  as  tlie  Webbs  themselves  point  out,  docs  not  imply 
the  permanent  continuance  of  the  capitalist  or  wage-system." 
The  unions  may  aspire,  as  some  of  tliem  liave  done,  to  a  revolu- 
tionary change  in  tlie  industrial  organization  of  society,  but  as 
long  as  they  function  as  trade  unions,  i.e.,  as  long  as  they  try  to 
miprove  working  conditions  for  their  members,  they  act  pretty 
iUuch  alike  and  arc  very  mucli  the  same,  even  though  emphasizing 
different  ideal  ends."  And  almost  inevitably  all  successful  unions 
come  to  trade  agreements. 

^Sidney  and  Beatrice  Webb:  Ilisfori/  of  Trade  Unionism,  (revised  edition) 
1920,  p.  1,  and  footnote. 

'Organizations  liicc  tbe  I.  W.  AV.,  or  tlie  old  Socialist  Trade  and  Labor 
Alliance,  often  confuse  economists  because  tbey  are  apparently  trade  unions 
for  revolution  only.  But  a  careful  study  of  sucb  bodies  will  sliow  that  they 
are  either  political  parties,  and  not  trade  unions  at  all — the  test  of  membership 
being  not  whether  a  man  is  a  wage-earner,  but  rather  whether  he  believes  in 
a  certain  platform,  and  if  he  does,  even  though  a  capitalist,  whether  he  may  be 


60  Ainerican  Economic  Association 

2.     Trade  Agreements  as  Industrial  Constitutions 

In  theoretical  discussion  some  trade  unionists  travel  very  fast 
to  socialism,  communism,  syndicalism,  bolshevism,  and  even  anar- 
chism. In  actual  practice,  however,  if  thej'^  are  wage-earners 
trying  to  improve  their  conditions,  they  necessarily  begin  with 
their  own  shops,  with  wages  and  hours,  rules  and  discipline. 

They  find  that  the  employer  has  the  absolute  right  to  make 
and  change  these  rules,  and  that  before  they  can  improve  their 
conditions  they  must  contest  his  power  of  shop  control.  This 
they  can  only  do  by  maintaining  a  continuously  functioning  or- 
ganization, Avhich  knows  the  conditions  and  the  rules  in  the  indus- 
try and  which  is  strong  enough  to  make  the  employer  talk  about 
those  rules,  discuss  their  reasonableness,  and  compromise  when 
he  finds  that  the  wage-earners  may  veto  liis  acts  by  going  on 
strike.  Thus  government  by  discussion  enters  into  industry  (as 
it  did  in  the  state)  when  the  ruler  can  no  longer  arbitrarily  force 
obedience  to  his  laws,  and  must  get  the  consent  of  those  who  are 
to  obey  the  regulations. 

Then  a  parliament  is  set  up,  a  talking  place,  if  you  please,  in 
the  form  of  periodical  conferences  or  conventions  of  the  employers 
and  the  wage-earners.  The  employers  come  to  these  meetings  in 
their  own  right,  as  the  lords  of  the  industry,  the  wage-earners 
come  by  their  representatives ;  so  that  a  parliamentary  form  of 
government  is  organized  with  the  employers  acting  as  a  sort  of 
House  of  Lords  and  the  union  representatives  as  a  House  of 
Commons. 

Every  trade  union,  w^hcthcr  conservative  or  radical,  business 
or  revolutionary,  whether  organized  on  a  craft  or  on  an  industrial 
basis,  when  it  becomes  strong  enough  to  contest  the  power  of 
the  employers  in  the  industry  in  which  it  operates,  enters  into 
joint  conferences  or  conventions  with  them.  Ordinarily  it  is  the 
emploj^ers  w^ho  refuse  to  meet  the  union  representatives  and 
they  have  to  be  forced  to  confer  by  means  of  a  strike.  Some- 
times, however,  when  a  union  grows  suddenly  strong,  it  attempts 
to  substitute  its  dictation  for  that  of  the  employers.  In  such 
cases  the  latter  usually   shut  down  their  plants,  and   thus   the 

a  member;  or,  if  it  is  made  up  of  wage-earners,  whether  the  numbers  are  in- 
significant, and  the  organizations  haA'e  been  created  primarily  by  socialist  or 
revolutionary  politicians,  not  wage-earners,  as  tails  to  their  pollticial  or  revo- 
lutionary kites.  vSimilarly,  the  so-called  predatory  and  business  imions  are 
sometimes  created  or  maintained  primarily  as  adjuncts  to  bosses'  political 
machines. 
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revolutionary  unions  are  forced  by  the  employers  to  hold  confer- 
ences and  jointly  determine  conditions  of  employment. 

The  condition  that  always  brings  these  conferences  about  is 
the  equalizing  of  bargaining  power  between  the  wage-earners  and 
the  employers.  Each  may  veto  the  act  of  the  other.  And  the 
result  of  these  conferences  is  always  the  same,  an  agreement  of 
some  kind,  verbal  or  written,  which,  because  of  the  mutual  power 
to  veto,  must  necessarily  be  a  compromise.  The  agreement  lays 
down  the  conditions  of  employment,  fixes  wages  and  hours,  stip- 
ulates rules  of  discipline  and  workmanship,  provides  for  settle- 
ment of  complaints  and  disputes,  and  for  some  form  of  judicial 
interpretation  of  the  agreement. 

We  have,  then,  in  these  trade  agreements  nothing  less  than 
constitutions  for  the  industries  which  they  cover ;  constitutions 
which  set  up  organs  of  government,  define  and  limit  them,  provide 
agencies  for  making,  executing,  and  interpreting  laws  for  the 
industry,  and  means  for  their  enforcement. 

There  are  hundreds  and  hundreds  of  these  agreements  now 
operating  in  this  country,  and  they  cover,  in  part,  rarely  in 
whole,  practically  every  industry  in  the  country.  Most  of  us 
are  more  or  less  familiar  with  these  agreements,  many  of  which 
have  been  studied  and  described  in  monographs.  But  these 
studies  have  usually  been  historical  and  descriptive.  The  real 
character  of  the  agreements  are  not  revealed  however,  by  the 
external  descriptions  that  have  usually  been  given.  Among  them 
will  be  found  agreements  in  all  the  stages  of  constitutional  devel- 
opment that  political  scientists  have  found  in  the  evolution  of 
political  constitutions.  What  they  are,  what  they  really  do, 
what  they  mean  and  what  they  portend  for  industry  and  for 
society  can  be  ascertained  only  by  studying  the  kind  and  nature 
of  the  laws  that  they  make  for  industry,  by  tracing  the  develop- 
ment of  the  organs  of  government  that  make  and  enforce  the 
laws,  and  by  following  the  growth  and  the  shifting  of  power  and 
sovereignty  among  the  various  groups  and  interests  that  make  up 
the  body  politic  of  the  industrial  states  which  the  trade  agree- 
ments have  set  up.' 

'Very  little  of  this  work  has  been  done,  and  here  is  a  field  for  labor  research 
that  is  most  promisinp;  of  fruitful  results  for  political  economy  as  well  as  for 
the  other  social  sciences.  It  promises  us  new  knowledge  not  only  on  the  most 
outstanding  problem  of  industrial  relations,  but  also  on  problems  of  distri- 
bution of  wealth,  government  social  psychology,  and  social  evolution  and  revo- 
lutions. 

It  is  primarily  to  direct  attention  to  this  field  of  research  that  the  present 
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Many  trade  agreements,  for  example,  contain  clauses  to  the 
effect  that  the  right  of  initiative  in  management  remains  with 
the  employer,  and  he  may  make  any  changes  in  methods  of  work 
and  use  any  machinery  for  manufacturing  that  he  sees  fit.  But 
there  is  usually  provision  also  for  protection  of  workers  against 
loss  in  wages  or  demotion  or  other  injury  that  may  result  from 
such  acts  of  the  management.  Here  we  have  the  establishment 
or  recognition  of  the  executive  branch  of  industrial  government, 
defining  its  power  and  describing  its  limitations. 

Some  agreements  state  that  the  power  of  discharge  remains 
with  the  management,  but  it  must  be  exercised  with  justice  and 
with  due  regard  for  the  rights  of  the  workers;  and  that  there 
must  be  no  discrimination.  Then  provision  is  made  for  judicial 
review  of  discharges.  And  a  few  agreements  provide  for  a  trial 
before  the  employer  may  be  authorized  to  discharge.  Here 
again  we  have  limitations  on  the  right  of  the  executive ;  and 
another  limitation  commonl}^  made  is  that  the  employer  must 
hire  all  his  help  through  the  Union  employment  office. 

The  legislative  authority  is  rarely  defined  or  described  in 
these  trade  agreements.  It  is  plain,  however,  that  the  legisla- 
tive power  lies  in  the  joint  conferences  or  conventions  which 
frame  the  agreements ;  and  the  limitation  on  the  power  is  that 
both  employers  and  union  must  agree  on  the  legislation,  which 
is  in  effect  that  the  law  must  pass  a  legislature  of  two  houses. 

The  joint  mee'ings  of  employers  and  union  representatives, 
like  the  Parliament  of  England,  are  at  the  same  time  constitu- 
tional conventions  and  statute  making  legislatures.  And  just  as 
this  double  character  of  the  British  Parliament  has  confused 
political  scientists  in  their  thinking  and  politicians  in  their  activi- 
ties, so  the  double  character  of  the  joint  meetings  which  create 
trade  agreements  and  revise  them  has  confused  economists  in 
their  theories  and  trade  unionists  in  their  policies. 

So,  most  economists  who  have  studied  labor  organizations 
commonly  distinguish  between  trade  agreements  and  arbitration. 
Commons  calls  the  joint  conferences  "conciliation,"  which  he 
says  is  quite  different  from  arbitration  which  is  decision  by  an 
umpire.  This  idea  came  originally,  no  doubt,  from  trade 
unionists  and  employers,  both  of  whom  do  not  like  what  they  call 

paper  has  been  prepared,  not  to  give  the  results  of  any  such  research.  We 
mav,  however,  outline  the  nature  of  some  part  of  the  field  that  is  available 
for  study  and  some  of  the  problems  that  present  themselves,  as  well  as  the 
methods  of  approach  that  are  most  promising. 
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"outside  arbitrators."  They  have  joint  arbitration  or  griev- 
ance committees  to  settle  disputes  and  interpret  the  agreements. 
But  these  consist  only  of  representatives  of  the  employers  and 
the  union ;  and  this  they  name  conciliation  rather  than  arbi- 
tration. 

But  this  distinction  between  conciliation  and  arbitration  is 
confusing  rather  than  enlightening.  The  attempt  to  settle  all 
disputes  within  the  industry  is  of  course  the  soundest  policy ;  but 
it  should  be  recognized  as  an  attempt  to  use  in  interpreting  legis- 
lation the  same  method  that  is  used  in  enacting  legislation  and  in 
creating  the  constitution  itself.  The  joint  conferences,  which 
meet  annually  or  biennially  to  frame  trade  agreements,  enact  the 
fundamental  constitutional  law.  New  questions  and  new  prob- 
lems frequently  arise,  however,  which  have  to  be  settled  before 
the  agreements  expire.  In  the  state  these  are  settled  by  statutes 
enacted  by  the  legislature.  Under  trade  union  agreements  they 
are  usually  settled  by  the  joint  grievance  or  arbitration  com- 
mittees, which  the  agreements  set  up ;  and  any  rules  adopted  by 
such  joint  committees  are  really  industrial  statute  law  as  dis- 
tinguished from  the  constitutional  law  of  the  agreement. 

It  is  plain  that  for  all  law,  whether  constitutional  or  statute, 
arbitration,  i.e.,  decision  by  a  third  party,  is  unsound  from  a 
political  point  of  view  and  dangerous  from  an  industrial  view- 
point. Conciliation  or  compromise  between  the  legislative  bodies 
is  the  sound  basis.  But  when  the  question  is  not  one  of  new  legis- 
lation, but  merel}'  a  matter  of  interpreting  the  law  already  in 
existence,  and  applying  it  to  particular  cases,  then  compromise 
and  conciliation  may  prove  dangerous.  Even  the  delay  in  decid- 
ing such  questions  involved  in  the  method  of  conciliation  may 
cause  temporary  disruption  of  the  agreement — as,  for  example, 
when  illegal  strikes  or  lockouts  occur,  as  protests  against  delayed 
decisions.  In  all  cases,  therefore,  which  involve  merely  judicial 
interpretation  of  the  agreement  or  the  rules  made  under  it,  ar- 
bitration by  a  third  party  is  not  only  a  sound  policy,  it  is  well 
nigh  inevitable.  It  is  in  the  lack  of  a  properly  developed  judicial 
department  that  the  constitutional  government  established  bv 
trade  union  agreements  shows  its  greatest  weakness. 

Most  of  the  early  agreements  provided  no  other  judicial  ma- 
chinery for  interpreting  the  agreements  than  joint  grievance  or 
arbitration  committees  consisting  of  employers  and  union  repre- 
sentatives.      If  local  committees  could  not  settle  the  cases,  appeal 
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was  provided  to  the  presidents  of  the  two  national  oi-ganizations 
which  entered  into  the  agreements.  Old  unions  like  the  stove 
molders  and  the  glass  blowers  still  pride  themselves  on  having 
no  outside  arbitrators  and  on  their  ability  to  settle  all  disputes 
among  themselves.  But  most  unions  found  that  sooner  or  later 
they  reached  a  deadlock,  and  because  of  this  the  vast  majority  of 
agreements  now  provide  for  arbitrators  to  be  called  in  when 
the  parties  to  the  agreement  cannot  adjust  their  difficulties. 

The  experience  with  these  outside  arbitrators  has  been  quite 
unfortunate.  They  usually  are  not  familiar  with  the  questions 
they  have  to  decide,  and  quite  often  their  ow-n  decisions  are  un- 
satisfactory^, tending  in  a  direction  opposite  to  the  development 
of  the  joint  agreements.  This  has  caused  employers  as  well  as 
unions  to  distrust  arbitration  more  than  ever  and  to  avoid  it 
whenever  possible. 

The  arbitrators,  like  the  employers  and  the  unions,  rarely 
distinguisli  between  arbitration  which  is  based  merely  on  the 
arbitrator's  opinion  of  what  is  fair  and  just,  and  arbitration 
which  consists  of  judicial  interpretation,  by  a  third  part}^  of  the 
law  made  by  the  employers  and  the  unions  themselves.  If  the 
arbitrator  or  judge  has  only  his  own  sense  of  justice  to  guide 
him,  this  kind  of  arbitration  ma}'  well  be  distrusted  and  con- 
demned ;  for  it  is  government  by  men  and  not  by  law.  Even 
though  the  man  is  an  impartial  arbitrator  instead  of  an  emplo3'er, 
his  rule  may  be  just  as  arbitrary.  If,  however,  the  judge  or 
arbitrator  is  bound  by  the  trade  agreement  or  the  law  made  by 
the  workers  and  employers  themselves,  then,  if  he  is  an  ordinarily 
honest  and  competent  person,  his  decisions  will  represent  not  his 
own  personal  ideas  of  what  is  fair  and  just,  but  the  sense  of 
justice  of  the  management  and  the  workers  in  the  industry,  as 
embodied  in  the  laws  which  they  have  jointly  enacted.  And  such 
decisions  may  often  represent  more  completely  the  will  of  the 
parties  to  the  agreement  when  they  made  it  than  their  own  decision 
would  be  when  they  have  the  grievance  of  a  particular  case  before 
them. 

Arbitration  that  is  tlius  bound  by  the  law  of  the  trade  agree- 
ment can  not  be  condemned  as  outside  interference.  On  the 
contrary,  it  is  absolutely  essential  to  the  proper  working  of  all 
such  agreements ;  for  without  impartial  interpretation  each  party 
itself  becomes  the  interpreter  of  the  law.  And  because  the 
parties   interpret   the   same   agreement   differently,  without   any 
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means  of  resolving  the  differences,  disruption  often  follows  when 
one  side  or  the  other  attempts  to  enforce  its  interpretation. 

Although  trade  agreements  were  started  first  by  conservative 
craft  unions,  it  was  the  radical  and  revolutionary  unions  in  the 
women's  and  men's  clotliing  industry  which  added  as  a  permanent 
feature  to  the  trade  agreement  judicial  machinery  with  a  so- 
called  impartial  chairman  to  interpret  and  apply  to  all  particular 
cases  the  constitution  and  the  laws  of  the  industry.  And  for 
laying  the  foundations  of  this  s^'stem  of  industrial  law  and  devel- 
oping the  necessary  judicial  machinery  we  are  indebted  very 
largely  to  the  late  John  E.  Williams,  who  was  the  chairman  of 
the  first  Board  of  Arbitration  set  up  by  the  Hart,  Schaffner,  and 
Marx  labor  agreement.  He  functioned  also  under  the  Protocol 
in  the  Cloak  and  Suit  industry  of  New  York,  and  his  decisions 
have  not  only  served  as  precedents  for  all  subsequent  impartial 
chairmen,  but  his  technique  in  handling  cases  must  ever  be  an 
essential  part  of  any  successful  system  of  industrial  arbitration."* 

While  constitutional  governments  are  thus  being  organized  and 
maintained  in  many  American  industries,  with  executive,  legisla- 
tive and  judicial  and  administrative  departments,  it  must  be  re- 
membered that  only  those  wage-earners  are  given  rights  of  citizen- 
ship in  industrial  government  who  are  organized  and  articulate 
through  their  union  representatives.  Thus  the  government  estab- 
lished by  a  trade  agreement  is  not  necessarily  a  democracy.  It 
may  be  an  aristocratic  government  if  only  a  small  portion  of  the 
wage-earners  in  the  industry  are  organized.  In  fact,  this  has 
usually  been  the  case,  the  skilled  mechanics  only  being  covered 
by   the   agreement,  with   the   majority,  the   unskilled    and    semi- 

'His  method  was  primarily  that  of  a  court  of  equity  rather  than  a  court  of 
law;  but,  though  acting  as  a  judge,  he  functioned  as  the  administrator  of  the 
law  as  much  as  its  interpreter.  In  other  words,  he  saw  the  duties  of  industrial 
arbitrators  as  much  the  same  as  those  of  a  Workmen's  Compensation  Board 
or  a  Public  Utilities  Commission.  Their  functions  are  quasi-judicial,  partak- 
ing both  of  a  court  and  an  administrative  officer.  He  would  not  decide  cases 
merely  on  the  merits  of  the  briefs  or  arguments  of  the  parties,  for  it  would 
not  help  the  industry  or  either  ])arty  to  have  the  other  party  lose  a  case 
if  it  was  right  but  happened  to  present  its  case  poorly  or  had  its  arguments 
wrong.  He  would  make  investigations  on  his  own  initiative,  get  all  the  facts 
in  the  situation,  and  then  decide  on  the  basis  of  those  facts  regardless  of 
what  might  have  been  presented  or  omitted  in  the  argument  of  the  case.  In 
making  these  investigations  he  often  consulted  each  party  separately  and  in 
confidence.  He  found  it  necessary  to  do  this  to  get  the  real  truth  in  industrial 
cases,  which  as  in  ordinary  law  cases  are  often  hidden  by  the  trial.  But  it  was 
also  necessary  at  the  same  time  to  retain  the  confidence  of  both  parties  in 
his  honesty  and  impartiality.  He  was  able  to  accomplish  both  these  things; 
and  thus  he  laid  the  basis  for  a  successful  industrial  jurisprudence. 
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skilled,  left  out.  A  strong  employer  has  sometimes  used  these 
unorganized  people  against  those  who  have  achieved  citizenship 
to  destroy  the  industrial  government  and  set  up  his  absolute  rule 
again.  This  happened  in  the  steel  industry  when  the  agreements 
with  the  skilled  mechanics  were  broken,  and  unskilled,  unorganized 
workers  under  guidance  of  foremen  were  used  to  do  the  skilled 
work.  And  in  this  we  have  but  repetition  of  the  Tudor  Kings 
of  England  using  the  common  people  against  the  nobles  to  re- 
establish absolute  monarchy. 

Such  reversals,  however,  are  only  temporary.  Soon  the  move- 
ment for  a  parliament  and  a  constitution  is  resumed  again,  with 
the  lower  grades  of  workers  included  in  the  movement,  as  it  was 
in  the  recent  attempts  in  the  steel  and  packing-house  industries. 
And  sooner  or  later  constitutional  government  with  a  wider  basis 
of  citizenship  in  the  industry  is  established.  At  first  the  tend- 
ency even  under  such  a  more  democratic  constitution  is  to  give 
the  skilled  wage-earners,  and  those  in  strategic  positions,  more 
rights  and  greater  privileges  than  the  masses  enjoy;  but  grad- 
ually the  pressure  of  the  numbers  of  unskilled  establish  equal 
rights  before  the  law ;  and  then  the  movement  continues,  all  the 
wage-earners  together  as  the  Commons  in  industry  getting  more 
and  more  rights  and  power  at  the  expense  of  the  Lord  of  the 
industry.  This,  liowcver,  is  a  very  slow  process  analagous  to 
the  years  and  years  it  has  taken  to  extend  political  suffrage  until 
every  adult  may  have  a  voice  in  the  state. 

3.     Development  of  Constitutional  Law  in  Industry 

We  come  now  to  the  particular  laws  that  are  being  developed 
under  constitutional  governments  that  have  been  set  up  in  various 
American  industries.* 

When  we  want  to  study  American  constitutional  law,  we  go 
not  to  the  formal  written  constitution,  but  to  the  decisions  of  the 
highest  interpreting  authority,  the  United  States  Supreme  Court, 
to  tell  us  what  the  law  really  is.  Similarly,  the  formal  trade 
agreements  between  employers  and  unions  tlirow  little  light  on  the 
real  nature  of  the  government  and  its  powers,  or  the  rights  and 
privileges  of  tlie  people  within  its  jurisdiction.  For  tliis  we 
liave  to  go  to  the  highest  interpreting  authorities. 

*Here,  too,  it  is  not  conclusions  of  research  that  we  offer,  but  merely  ex- 
amples of  the  kind  of  material  that  may  be  found  and  the  light  they  throw 
on  the  problems  of  labor  and  industrial  management. 
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While  most  of  the  decisions  of  joint  arbitration  committees 
and  impartal  boards  of  arbitration  are  written  down,  little  effort 
has  been  made  to  collect  these  decisions,  or  to  digest  and  analyze 
them  for  the  development  of  the  law  that  they  might  show.  This 
is  a  work  to  which  graduate  students  might  very  profitably 
devote  their  doctors'  dissertations.  Fortunately  for  our  pur- 
poses, however,  there  has  recently  been  issued  in  mimeographed 
form  a  digest  and  classification  of  about  a  thousand  decisions 
made  by  the  judicial  authorities  set  up  by  the  agreements  in 
the  men's  clothing  industry  of  Chicago,  of  which  Professor 
Millis  of  Chicago  University  is  the  chief  justice.  Since  we  are 
merely  citing  examples  and  not  making  an  inductive  study,  most 
of  our  cases  will  be  taken  from  this  codification. 

The  first  question  to  be  considered  in  all  governments  is  the 
scope  of  the  government.  Whom  and  what  does  it  cover.''  Just 
as  the  power  of  the  federal  government  of  the  United  States  over 
certain  activities  of  citizens  of  states  was  questioned  in  our 
early  history,  so  the  power  of  the  government  set  up  by  the 
agreements  in  Chicago  over  certain  individuals  was  questioned 
early  in  its  history.  An  emploj^er  refused  to  grant  certain  wage 
increases  to  label  sewers  and  girls  who  sew  on  temporary  tickets 
known  as  "jokers,"  claiming  that  these  girls  do  not  come  under 
the  agreement.  The  Trade  Board  which  is  the  court  of  original 
jurisdiction  ruled,  however,  that 

"...  .the  Agreement  covers  all  direct  labor  involved  in  the  manu- 
facturing process,  that  the  groups  specified  in  the  agreement  include 
all  workers  so  engaged,  (and  that  the  joker  sewers)  were  week- 
workers  in  the  tailor  shops  and  as  such  were  entitled  to  an  increase." 
(Case  No.  4.)  Of  label  sewing  the  Board  said:  "This  work  is  part 
of  the  productive  work  required  to  produce  the  garment  as  ordered.  .  .  . 
The  character  of  the  work,  not  the  pay  roll,  vacation  privileges,  or 
place  of  work  is  decisive."      (Case  No.  15) 

On  the  other  hand,  in  a  later  case,  (No.  388),  the  Board  ruled  that 
the  office  force  and  the  stock  keepers  are  outside  of  the  agreement,  and 
the  law  of  the  agreement  may  not  be  applied  to  them. 

Perhaps  the  most  important  of  this  class  of  cases  is  a  ruling 
which  interprets  the  preferential  shop  clause  of  the  agreement  to 
imply  that  non-union  workers  as  well  as  union  members  are  cover- 
ed by  the  agreement.  If  the  occupation  or  operation  is  within 
the  jurisdiction  of  the  union,  the  Trade  Board  said,  the  wages 
and  conditions  established  by  the  agreement  apply  to  both  non- 
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union  and  union  workers.     The  decision  implied,  however,  that 
this  might  not  be  the  case  under  a  closed  shop.      (Case  697) 

So  much  for  the  people  over  whom  the  government  has  author- 
ity. A  similar  question  soon  came  up  with  respect  to  the  work 
that  is  covered  by  the  agreement,  and  the  ruling  was  that  the 
agreement  covers  all  men's  and  children's  garments,  even  though 
the  employer  may  have  developed  new  styles  not  made  when  the 
agreement  was  signed,  and  even  though  these  new  styles  are  made 
by  new  sub-contractors.      Said  the  Board: 

"It  matters  not  that  new  lines  of  these  are  taken  on  or  how  they 
are  distributed.  .  .  .Work  sent  out  to  contract  shops  and  then  distrib- 
uted under  the  name  of  (another  firm)  is  covered  by  the  agreement 
and  must  be  made  in  union  shops.  It  is  obvious  that  to  rule  other- 
wise would  be  to  open  a  loophole  which  would  destroy  the  agreement 
in  effect."      (Case  No.  15d) 

Finally,  upon  this  question  of  the  scope  of  the  industrial 
government,  the  Trade  Board  has  rendered  an  "opinion  that  the 
Agreement  sets  out  only  those  matters  presented  to  the  confer- 
ence by  one  side  or  the  other  and  agreed  upon,  and  that  in 
general  other  conditions  and  rights  were  to  continue  as  before." 
(Case  No.  6) 

Next  we  come  to  the  jurisdictions  of  the  industrial  courts,  that 
is,  the  impartial  boards.  And  here  the  tendency  is  for  the  board 
to  assume  jurisdiction  in  all  cases  and  controversies.  If  the 
matter  in  dispute  does  not  come  under  the  agreement,  then  the 
Board  makes  a  ruling  to  this  effect,  which  leaves  the  employer  free 
to  act  and  the  union  must  not  interfere.      (Case  No.  590) 

A  contention  that  the  Trade  Board  was  without  jurisdiction 
was  made  by  an  employer  in  a  case  involving  discipline  of  members 
of  the  union  for  non-payment  of  dues.  In  this  case  the  Board 
ruled  it  did  have  jurisdiction  and  the  workers  must  make  arrange- 
ments for  paying  dues.  In  another  case  it  ordered  that  a  worker 
who  had  been  fined  by  the  union  could  not  be  employed  by  the 
firm  until  he  had  paid  the  fine ;  although  the  fine  was  imposed  for 
disobeying  an  order  of  a  shop  chairman,  which  order  was  con- 
trary to  that  of  the  foreman.  On  this  point  the  decision  said 
that  if  the  instructions  of  the  union  representative  in  the  shop  to 
I  the  union  members  are  contrary  to  the  rules  of  the  firm,  the 
remedy  is  at  hand,  either  in  the  form  of  discijiline  reserved  to  the 
firm  under  tlie  agreement  or  by  means  of  the  Impartial  jNIachin- 
ery.      (Case  No.  695) 
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The  question  of  compulsory  payment  of  union  dues  and  fines 
is  one  of  the  best  examples  of  how  the  employer's  authority  over 
his  own  business  is  restricted  b}'  the  new  government  that  is  set 
up.  He  may  be  satisfied  with  his  employee,  who  may  have  worked 
for  him  for  many  ^^ears  and  given  most  satisfactory  service. 
But  he  is  compelled  to  discharge  the  man  until  the  union  obliga- 
tions are  met. 

In  every  constitutional  government  the  representatives  of  the 
citizens  are  usually  given  special  protection  such  as  freedom 
from  arrest  while  in  the  performance  of  their  duties.  Just  so 
shop  chairmen  or  union  representatives  in  the  shop  attain  a 
special  status  under  practically  all  trade  union  agreements.  They 
are  not  immune  from  discipline  for  wrongful  acts,  but  whereas 
ordinary  employees  may  be  discharged  or  suspended  by  the  em- 
ployer for  alleged  wrong-doing,  these  representatives  of  the 
people  can  not  be  disciplined  by  such  summary  action,  except  in 
such  extraordinary  cases  as  when  they  have  used  violence.  The 
rule  is  "that  in  cases  of  discipline  involving  shop  chairmen  they 
(employers)  shall  proceed  by  filing  charges  before  the  Trade 
Board,  rather  than  by  summary  action."  (Case  No.  4<6a)  Thus 
when  a  shop  chairman  was  discharged  for  "an  insolent  attitude" 
he  was  ordered  reinstated  both  as  worker  and  as  shop  chairman, 
and  the  employer  was  informed  that  complaint  against  the  union 
representative  should  have  been  made  to  the  Trade  Board. 
(Cases  642,  644).  An  elected  representative  must  be  tried  and 
disciplined  by  the  impartial  tribunal  not  by  the  employer.  (Case 
No.  610a) 

While  the  ordinary  employee  may  be  disciplined  by  summary 
action  of  the  employer,  the  trade  agreement  gives  him  also  certain 
constitutional  rights,  privileges,  and  immunities  of  which  he  may 
not  be  deprived  without  due  process  of  law.  This  is  best  illus- 
trated in  the  clauses  which  most  agreements  contain  limiting  the 
employers  right  to  discharge.  Discharge  from  an  industrial 
establishment  is  equivalent  to  expulsion  from  a  political  commu- 
nity. As  long  as  a  person  may  arbitrarily  be  exiled  or  deported 
from  the  community  of  which  he  is  a  part,  he  is  subject  to  an 
autocracy  or  czarism.  In  industry,  workers  achieve  citizenship 
when  they  are  protected  against  such  arbitrary  action.  Most 
agreements  provide,  therefore,  that  discharge  shall  be  for  cause 
only.  The  employer  may  suspend  a  Avorker,  but  if  the  latter 
feels  he  has  been  unjustly  dismissed  he  may  petition  for  a  trial 
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and  the  arbitration  board  or  joint  grievance  committee  may 
reinstate  him  with  pay  for  all  time  lost  when  the  employer  cannot 
show  just  cause. 

Under  the  miners'  agreements  in  Illinois  a  man  was  discharged 
for  applying  a  vile  epithet  to  the  mine  superintendent.  It  hap- 
pened, however,  that  this  was  done  in  a  barber  shop  and  not  in 
the  course  of  employment  at  the  mine.  The  joint  arbitration 
committee  unanimously  reinstated  the  miner  without  referring  it 
to  any  impartial  person.  The  reasons  are  obvious — the  agree- 
ment does  not  cover  conversations  in  barber  shops.  Discharge 
cases  for  insults  and  abusive  language  come  up  frequently  under 
all  trade  union  agreements,  but,  where  there  is  a  permanent  im- 
partial court,  the  chairman  is  in  a  position  to  consider  what  the 
joint  committee  in  this  case  did  not  do,  that  the  miner  and  super- 
intendent would  hardly  be  able  to  work  together  after  the  insult. 
The  impartial  chairman  would,  therefore,  write  a  decison  rein- 
stating the  man  and  holding  that  discharge  was  unjustified  under 
tlie  agreement ;  but  when  the  laAv  was  thus  vindicated  he  would 
induce  the  union  to  find  another  job  for  the  man. 

This  was  not  necessary,  however,  in  the  case  of  a  workman  who 
was  discharged  from  a  Chicago  clothing  shop  because  he  was 
caught  in  a  police  raid  on  a  gambling  house.  This  discharge 
the  Trade  Board  held  to  be  "wholly  unwarranted."  (Case  No. 
849) 

A  clothing  manufacturer  in  Chicago  discharged  a  number  of 
employees  who  were  under  sixteen  years  of  age  because  of  certain 
limitations  imposed  by  law  on  the  employment  of  minors  between 
fourteen  and  sixteen  years  of  age.  The  Trade  Board  ruled  that 
such  discharge  was  not  for  cause  and  the  juvenile  workers  were 
reinstated.      (Case  No.  51) 

In  unorganized  industries  it  is  common  to  use  the  periods 
when  work  is  slack  to  eliminate  the  less  efficient  workers.  These 
are  laid  oft"  or  discharged  and  the  best  or  the  fastest  workers  are 
kept  to  do  whatever  work  is  available.  When  a  trade  agree- 
ment sets  up  a  government  in  industry,  obviously  the  constitution 
must  protect  the  rights  of  all  the  workers  who  come  within  its 
jurisdiction,  regardless  of  the  speed  at  which  they  work  or  the 
efficiency  of  their  performance.  So,  most  agreements  provide 
that  in  the  slack  periods  work  shall  be  divided  as  equally  as  pos- 
sible among  all  employees.  Of  course  a  worker  who  is  proved 
incompetent  may  be  discliarged,  but  tlie  employer  is  not  the  sole 
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judge  of  competence.  The  wage-earner  may  have  the  question 
of  his  competence  reviewed  by  a  joint  committee  or  by  the  judicial 
board. 

Such  a  board,  however,  rules  almost  universally  that  when  an 
employer  has  had  a  two  or  three  weeks  period  during  which  to 
try  out  the  worker,  and  he  has  chosen  to  keep  him  after  this  trial 
period,  then  it  must  be  assumed  that  the  employer  has  decided  the 
worker  is  competent  and  he  can  not  thereafter  be  discharged  mere- 
ly because  he  happens  to  be  less  speedy  or  less  efficient  than  other 
workers.  However,  if  the  employee  should  become  careless  and 
do  bad  work  after  he  has  received  fair  warning,  then  his  discharge 
is  upheld. 

We  cannot  go  further  into  the  cases  of  discharges,  for  merely 
to  list  the  reasons  for  which  dismissals  are  made  would  take  many 
pages.  But  some  men  are  reinstated  with  pay  for  time  lost,  and 
some  without  pay — the  loss  of  wages  during  the  period  of  sus- 
pension being  considered  sufficient  punishment.  When  the  em- 
plo\"er  has  the  facts  to  prove  the  justice  of  his  discharge,  rein- 
statement is  denied,  but  often  the  Board  will  rule  that  discharge 
is  too  severe  a  penalty  for  the  offense,  and  suspension  for  a  short 
period  or  a  fine  or  reprimand  may  be  deemed  sufficient.  Some- 
times the  Board  of  Arbitration  which  is  the  appeal  board  will 
impose  heavier  penalties  than  the  Trade  Board. 

"Case  of  R.  C ,  suspended  for  one  week  by  Trade  Board  for 

insubordination  and  use  of  profane  and  obscene  language  to  his 
superior  officer, —  is  appealed  by  the  company  on  the  ground  that  the 
penalty  is  too  light  for  the  offense.  They  claim  that  the  penalty 
should  be  discharge. 

The  chairman  feels  that  the  offense  is  a  serious  one  as  would  tend 
to  prevent  the  recurrence  of  the  offense.  He  agrees  with  the  Trade 
Board  that  the  extreme  penalty  of  discharge  is  too  severe  for  the  first 
offense,  and  also  agrees  with  the  company  in  its  statement  that  a 
week's  layoff  in  the  summer  time  is  hardly  a  sufficient  deterrent, 
especially  if  accompanied  by  back  pay  for  the  excess  idle  time.  He, 
therefore,  decides  that  the  suspension  should  extend  two  weeks,  and 
that  back  pay  should  begin  to  run  from  (two  days  before  decision)." 
(Decision  Appeal  Case  No.  608,  H.  S.  &  M.) 

The  right  to  the  job  after  illness  is  particularly  important  to 
wage-earners  and  a  good  deal  of  law  has  been  developed  under 
the  trade  agreements  on  this  question.  The  Trade  Board  in 
Chicago  does  not  lay  down  a  rule  with  reference  to  how  long  a 
worker's  place  must  be  kept  for  him  when  he  falls  ill.  No  general 
rule,  it  says,  can  be  laid  down ;  for  the  cause  of  sickness,  the  length 
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of  time  employed,  and  the  nature  of  employment  should  be  given 
consideration.  So  in  one  case  it  refused  to  reinstate  a  man  be- 
cause he  had  been  employed  only  four  weeks  previous  to  his  ill- 
ness and  another  man  would  have  to  be  discharged  to  make  room 
for  him.  (Case  No.  162)  But  reinstatement  was  ordered  in 
the  case  of  another  worker  who  was  refused  employment  after 
illness  on  the  ground  that  he  did  not  notify  the  firm.  The  state- 
ment that  he  did  not  give  notice  was  disputed,  and  the  Board 
ruled  that  in  such  cases  the  benefit  of  the  doubt  should  go  to 
the  worker.      (Case  No.  547) 

On  the  other  hand,  it  is  held  proper  for  a  firm  to  fill  the  place 
of  a  worker  who  had  been  absent  for  three  days  without  sufficient 
explanation,  and  with  opportunity  to  communicate  the  reason 
for  his  absence.  (Case  No.  113)  Under  the  agreement  in  the 
clothing  industry  of  Rochester,  N.  Y.,  the  time  within  which  noti- 
fication must  be  given  is  forty-eight  hours,  and  this  has  been  in- 
terpreted by  the  Labor  Adjustment  Board  of  that  city  to  mean 
two  working  days  from  the  time  the  worker  was  due  in  the  shop. 
Thus  a  man  who  worked  until  noon  on  Saturday  was  within  the 
law  when  he  notified  the  firm  Tuesday  afternoon,  and  the  em- 
ployers' contention  that  the  time  expired  Monday  noon  was  not 
upheld. 

Again  in  Rochester  an  employer  tried  to  prove  that  a  cutter 
who  wanted  his  place  back  after  a  period  of  illness  was  incom- 
petent. The  board  ruled  that  this  charge  should  have  been  made 
before  the  absence  due  to  illness,  and  the  cutter  was  reinstated. 

The  wage-earner's  job  is  protected  not  only  against  discharge 
but  against  transfer  to  other  work  with  loss  of  earnings.  The 
employer  must  have  freedom  of  management,  says  the  Chicago 
Trade  Board,  but  it  limits  this  to  cases  where  no  injury  results 
to  the  worker.  (Case  No.  179)  Thus  when  a  man  was  trans- 
ferred from  one  kind  of  work  to  another,  at  reduced  wages, 
though  this  was  the  legal  pay  for  the  new  work,  restoration  of 
former  wages  was  ordered  with  back  pay  for  lost  earnings.  (Case 
No.  443)  But  when  a  worker  was  transferred  to  another  shop  at 
a  higher  wage  and  later  returned  to  his  original  place  at  his  old 
wage,  the  Board  ruled  he  might  elect  which  of  the  two  jobs  he 
preferred.       (Case  No.  256)" 

"The  question  is  raised:  "Can  shop  discipline  he  maintained  when  the  em- 
ployer's power  to  discharge  is  thus  restricted,  reviewed,  and  oft-times  re- 
versed?" This  question  is  essentially  the  same  as  wlielher  order  can  be 
maintained    in    a    community    not    ruled    by    arbitrary    police    authority.     The 
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Not  only  is  the  wage-earner  protected  in  his  job,  against  arbi- 
trary discharge  or  transfer;  he  is  also  given  a  vested  right  in  his 
work.  A  frequent  complaint  in  slack  times  is  that  foremen  are 
doing  the  work  of  the  operators  while  these  are  laid  off.  This,  of 
course,  is  the  practice  in  unorganized  industries,  but  under  trade 
agreements  the  practice  is  commonly  prohibited.  Where,  how- 
ever, it  is  common  for  foremen  to  do  some  portion  of  the  wage- 
earners'  work,  the  rule  of  the  Chicago  Trade  Board  is  generally 
followed : 

"Let  the  previous  practice  control ;  let  the  foreman  do  the  kinds 
of  work  he  has  in  the  past,  but  he  must  not  do  a  larger  proportion  of 
the  work.  .  .  .than  he  has  in  the  past."      (Case  No.  23) 

Sending  work  to  non-union  houses  to  get  it  made  more  cheaply 
is  also  prohibited  and  the  Board  of  Arbitration  on  appeal  upheld 
the  rule  that: 

'  "Work  may  not  be  transferred  from  one  firm  to  another  for  the 
sake  of  reducin<>;  costs,  because  it  reduces  the  amount  of  work  available 
for  the  firm's  union  workers.  Therefore  the  Board  grants  the  union's 
main  petition.  But  the  request  for  pay  for  work  already  sent  out  is 
denied."      (Case  No.  757a) 

Turning  now  to  the  rights  of  the  management,  we  find  the 
Chicago  Board  ruling  that  workers  must  keep  records  of  their 
production  as  ordered  by  the  firm,  and  although  it  reinstated  a 
number  who  were  suspended  for  refusing  to  keep  records,  it  pun- 
ished them  with  loss  of  pay  during  the  period  of  their  suspension. 
(Case  No.  503) 

Cases  involving  the  right  to  introduce  improved  methods  and 
new  machinery  come  up  under  almost  all  agreements,  and  while 
the  freedom  of  the  management  in  these  matters  is  conceded,  in 
many  agreements  there  is  the  limitation  that  no  worker  directly 
affected  shall  suffer  from  such  improvements. 

".  .  .  .  There  is  nothing  in  the  agreement  which  prevents  the  intro- 
duction of  machinery  for  the  purpose  of  saving  labor  and  increasing 
efficiency,  even  though  its  introduction  may  reduce  and  displace  the 

wage-earner  under  trade  union  agreements  is  not  immune  from  discipline,  the 
only  difference  between  him  and  those  workers  in  unorganized  industries  is 
that  the  employer  and  his  foremen  and  managers  as  well  as  the  wage-earners 
are  bound  by  disciplinary  laws  that  the  employers  and  the  union  have  jointly 
agreed  are  just  and  fair.  It  sometimes  happens  that  a  union  grows  so  strong 
that  it  refuses  to  make  any  joint  agreement  with  employers,  and  dictates  to 
the  employer  when  discharges  shall  be  made,  just  as  the  employer  dictates 
when  he  can  prevent  his  employees  from  maintaining  a  union.  In  such  cases 
shop  discipline  is  of  course  most  difficult  to  maintain,  just  as  it  is  in  a  non- 
union shop  when  jobs  are  plentiful. 
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hand  workers  usually  employed  in  the  affected  section.  But  in  fixing 
the  scale  of  wages  for  the  operating  of  such  machinery,  the  board 
believes  the  company  is  restrained  by  the  agreement,  and  by  the  pre- 
cedents and  practices  hitherto  obtaining,  from  reducing  the  earnings 
of  the  workers  employed  in  the  section  below  the  average  level  of  the 
standard  provided  for  in  the  agreement. 

The  board  bases  this  decision  on  the  uninterrupted  practice  hitherto 
prevailing  of  not  permitting  any  change  in  the  process  or  operation 
to  operate  in  such  a  manner  as  to  reduce  the  earnings  of  the  workers 
involved."  (Decision  of  Board  of  Arbitration,  H.  S.  &  M.  Nov.  23, 
1916.) 

If  an  operation  is  eliminated  by  an  improved  method,  the 
displaced  workers  may  not  be  discharged,  but  must  be  provided 
with  places  at  their  former  rates  of  wages,  it  has  been  held  by 
the  Rochester  Labor  Adjustment  Board.  And  similar  rules  are 
applied  to  men  displaced  by  machines.  But  an  objection  of  hand 
pressers,  in  the  same  market,  to  working  on  pressing  machines 
because  it  split  up  their  craft  and  each  was  pressing  only  a  part 
of  the  coat,  thus  becoming  less  skilled,  was  overruled,  as  long  as 
the  former  hand  pressers  were  employed  at  the  machines  and 
received  their  former  wages. 

Abuses  of  the  privileges  of  the  management  are  punished  in 
much  the  same  way  as  workers  are  disciplined.  Thus  a  foreman 
was  ordered  removed  by  the  Chicago  Trade  Board  for  bribery 
of  a  shop  chairman.  (Case  No.  154)  And  a  forelady  and  an 
assistant  foreman  were  removed  for  using  abusive  and  improper 
language.  (Cases  No,  725  and  988)  In  another  case  a  shop 
superintendent  was  fined  $50  for  assault  on  a  worker.  (Case  No. 
751) 

These  cases  should  suffice  to  illustrate  the  nature  of  the  laws 
that  constitutional  government  in  American  industries  is  develop- 
ing. Most  of  the  examples  have  been  taken  from  an  industry  in 
which  the  legal  process  has  been  clear  and  the  judicial  machinery 
well  defined.  But  in  every  industry  where  trade  agreements  are 
in  effect  decisions  arc  constantly  being  made  and  precedents  estab- 
lished which  do  not  differ  essentially  from  tliose  we  have  cited. 
These  decisions  are  more  commonly  made  by  a  joint  grievance 
committee,  or  by  the  presidents  of  the  national  union  and  the 
national  employers'  association,  instead  of  by  an  impartial  arbi- 
trator; but  they  none  the  less  define  the  powers  of  the  manage- 
ment and  the  wage-earners  in  the  industry,  limiting  the  freedom 
of  the  executives  and  enlarging  tlie  rights  of  the  workers.     The 
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title  to  the  industry  remains  in  the  hands  of  the  stockholders,  but 
the  power  to  govern  the  human  beings  who  make  up  the  labor 
force  of  the  enterprise  is  being  taken  out  of  the  hands  of  the 
owners  and  managers. 

This  shifting  of  sovereignty  in  the  industrial  organization  and 
the  developing  of  industrial  law  which  acompanies  it,  deserves  first 
attention  from  students  of  labor  questions.  P^or  in  spite  of  the 
present  temporary  loss  in  membership  and  prestige  by  the  trade 
unions,  due  to  the  industrial  depression,  there  can  be  no  doubt 
of  their  growing  influence  in  the  country.  And,  as  we  have  tried 
to  show,  whatever  their  ostensible  aims,  all  trade  unions,  when 
they  gain  power,  tend  normally  to  create  a  constitutional  form  of 
government  in  their  industries,  and  present  a  legal  development 
such  as  we  have  described. 

4.        COXCLUSIONS 

Assuming  that  further  researches  in  this  field  verify  the  obser- 
vations here  recorded  and  establish  beyond  dispute  that  trade 
agreements  do  create  constitutional  forms  of  government,  then 
what  conclusions  may  be  drawn  from  such  a  development  of  consti- 
tutional law.f* 

In  the  first  place,  industrial  disputes  and  strikes  appear  in  a 
new  aspect  when  viewed  from  this  angle.  They  appear  not  so 
much  as  interruptions  of  industry,  but  more  as  incidents  in  a  long 
struggle  for  representation  of  labor  in  the  government  of  indus- 
trial enterprises.  And  the  settlement  of  such  disputes  becomes 
not  so  much  a  matter  of  establishing  or  maintaining  peace  in 
industry,  but  more  a  problem  of  dealing  with  that  Mr.  G.  D.  H. 
Cole  has  aptU^  characterized  as  the  wage-earners'  "encroaching 
control."" 

What  impresses  the  student  of  government  in  industry  as 
well  as  in  the  state,  is  the  constant  insistence  on  the  part  of 
the  subjects  of  absolute  monarchs  that  the  laws  of  the  ruler  be 
written  down.  Whether  carved  on  stone  by  an  ancient  monarch 
or  written  in  a  Magna  Charta  by  a  King  John,  or  embodied  in 
collective  agreement  between  a  union  and  employer;  the  intent  is 
the  same,  to  subject  the  ruler  to  definite  laws  to  which  subjects 
or  citizens  may  hold  him  when  he  attempts  to  exercise  arbitrary 
power.     And,  as  groups  of  the  populace  organize  and  gain  power 

"G.  D.  H.  Cole,  Chaos  and  Order  in  Industry,  Chap.  VII. 
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in  the  community,  they  keep  on  encroacliing  on  the  prerogatives 
of  the  monarch  until  every  adult  becomes  a  sovereign  citizen. 

We  have  already  pointed  out  that  the  mere  establishment  of  a 
constitutional  government  does  not  necessarily  mean  that  it  is  a 
democratic  government.  It  may  be  aristocratic,  as  when  a  com- 
paratively small  number  of  skilled  mechanics  are  included  under 
the  agi-eement,  and  the  unskilled  majority  are  left  without.  Or 
it  may  establish  an  oligarchy  wlien  corrupt  employers  unite  with 
corrupt  union  officials  to  exploit  consumers  and  wage-earners 
alike.  The  latter  are  the  exceptional  cases,  but  the  general 
tendency  of  constitutional  development  in  American  industries  is 
apparently  to  repeat  the  history  of  constitutional  government  in 
the  state.  At  first  the  number  with  a  voice  in  the  government  is 
small,  and  gradually  this  is  increased  to  include  all  adults. 

While  trade  agreements  do  not  necessarily  establish  democratic 
government  in  industry,  but  merel}^  tend  in  that  direction  and 
make  it  possible,  it  appears  also  that  some  form  of  constitutional 
government  similar  to  that  created  by  trade  agreements  will  be 
necessary  under  any  system  of  industry  that  may  be  substituted 
for  private  capitalism.  Government  ownership,  cooperative  in- 
dustry, socialism,  syndicalism,  or  bolshevism  must  all  meet  the 
same  difficulties  that  bring  trade  agreements  into  existence.  For, 
however  the  form  of  ownership  may  change,  there  will  ever"  be,  if 
not  wage-earners,  at  least  workers  who  must  obey  orders,  and  dir- 
ectors or  managers  with  authority  to  issue  orders.  These  occu- 
pational groupings  develop  different  points  of  view  among  the 
people  in  the  different  groups ;  and  those  in  the  managerial  group 
become  psychologically  unified  into  a  social  class  with  divergent 
views  from  those  of  the  other  who  likewise  achieve  a  consciousness 
of  kind.  Unless  the  two  classes  jointly  embody  their  ideas  of  the 
rights  and  privileges  of  individuals  in  constitutions  and  laws, 
those  who  have  tlie  power  to  command  will  act  arbitrarily  or 
autocratically.  Rut  this  is  just  the  absolutism  against  which 
workers  rebel  whether  the  ruler  is  Burleson  in  a  government  post 
office,  Gary  in  a  capitalistic  trust,  or  union  officials  acting  as 
directors  of  a  workers'  cooperative  enterprise.  Even  in  bolshe- 
vistic Russia  we  are  informed  by  an  observer  recently  returned 
that  the  trade  unions  exist  side  by  side  with  the  Soviets,  and  these 

""Ever"  is  a  lonp  time,  and  it  is  conceivable  that  a  time  will  come  when 
none  will  order  and  none  will  obey,  but  all  will  freely  cooperate  and  all 
decisions  will  be  imanimous.  By  "ever"  we  mean  only  until  this  happy  state 
of  affairs  arrives. 
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unions  complain  that  the  soviet  government  does  not  consult  them 
enough  about  its  industrial  management  policies,  just  as  unions 
in  this  country  do  against  the  capitalistic  managers  of  privately 
owned  industries. 

But  the  mere  fact  that  trade  agreements  establish  constitu- 
tional government  in  industry  and  tend  toward  industrial  democ- 
racy, will  not  make  such  arrangements  survive  if  in  competition 
with  other  forms  of  labor  management  and  control  they  prove  less 
efficient.  It  has  been  pointed  out  that  an  industrial  establish- 
ment which  has  a  national  union  to  deal  with  is  an  imperfect  form 
of  industrial  organization  because  the  loyalty  of  the  wage-earner 
is  in  the  first  instance  to  his  national  union  rather  than  to  the 
industrial  enterprise  of  which  he  is  a  part.''  As  long  as  the  trade 
union  remains  an  outside  body  there  can  be  no  question  that 
industries  which  have  to  deal  with  it  are  in  an  imperfect  form 
of  organization.  But  whether  they  sign  agreements  or  not, 
few  emplo3'ers  are  free  from  the  influences  of  trade  unions.  If, 
however,  the  union  and  its  entire  membership  are  established  by 
the  trade  agreement  as  one  of  the  organs  of  constitutional 
government  in  the  industry,  then  have  we  not  here  the  promise 
of  a  more  unified  and  more  perfect  form  of  industrial  organization 
than  has  hitherto  obtained.'' 

In  recent  years  there  has  been  a  widespread  movement  among 
open-shop  employers  to  establish  employee  representation  plans, 
variously  known  as  shop  committes,  industrial  councils,  or  com- 
pany unions ;  and  the  defect  of  divided  loyalty  between  union  and 
employer  has  been  most  frequently  urged  in  defense  of  these 
plans.  Whether  company  unions  will  prove  a  more  efficient 
form  of  industrial  government  than  trade  agreements  time  alone 
can  tell.  It  is  obvious,  however,  that  if  these  employee  repre- 
sentation plans  are  mere  frauds  and  give  no  real  voice  to  the 
wage-earners  in  industrial  government  they  cannot  survive. 

It  is  true  that  these  company  unions  are  formed  to  avoid 
recognition  of  the  regular  trade  unions  in  the  industry.  But  the 
fact  that  open  shop  employers  find  it  necessary  to  develop  substi- 
tutes for  unionism,  itself  shows  that  the  idea  of  a  constitution 

"MacGregor,  D.  H.,  The  Evolution  of  Tiidiistri/.  p.  120.  "The  loyalty  of  tho 
employee  of  a  firm  (if  he  is  a  union  memher)  is  due  in  the  first  i'nstrince  not 
to  his  firm,  but  to  his  labor  ortranization,  and  this  prior  claim  stands  out  at 
once,  when,  on  the  occasion  of  a  dispute  between  employer  and  employee,  a 
third  party  steps  in— the  Trade  Union  oriianization— and  takes  upon  himself 
the  settlement  of  a  question  which  has  arisen  within  an  organization  of  which 
the  Trade  Union  secretary  Is  in  no  way  a  member." 
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for  industry  is  permeating  their  non-union  employees.  They 
merely  attempt  to  control  the  movement  by  promulgating  con- 
stitutions of  their  own.  Some  economists  have  scoffed  at  this 
movement  in  much  the  same  way  that  trade  unionists  do  on  the 
ground  that  democracy  cannot  be  handed  down  from  the  top. 
They  have  charged  that  the  employees  are  often  indifferent  to  the 
employers'  industrial  democracy  plans,  and  that  the  representa- 
tives have  to  be  hand  picked.  But  were  not  the  early  parliaments 
in  England  similarly  handed  down  to  the  people,  and  were  not 
the  burgher  representatives  from  the  towns  hand  picked.''  On 
this  point  Edward  Jenks  writes : 

"Only  by  the  most  stringent  pressure  of  the  Crown  were  Parlia- 
ments maintained  during  the  first  century  of  their  existence ;  and  the 
best  proof  of  this  assertion  lies  in  the  fact  that,  in  those  countries 
in  which  the  Crown  was  weak.  Parliament  utterly  ceased  to  assemble. 
The  notion  that  Parliaments  were  the  result  of  a  spontaneous  demo- 
cratic movement  can  be  held  by  no  one  who  has  studied,  ever  so  slight- 
ly, the  facts  of  history."" 

May  not  the  constitutions  of  these  employee  representation 
plans  and  the  decisions  under  them  develop  democratic  govern- 
ments and  democratic  law-making  in  much  the  same  way  that 
European  parliamentary  government  has  developed.''  History 
will  not  permit  us  to  assume  that  there  is  but  one  road  to  de- 
mocracy. The  employers  promulgate  their  own  constitutions  in 
the  form  of  employee  representation  plans  because  there  is  insis- 
tent demand  for  representation  in  industry.  If  these  plans  fail 
to  establish  real  constitutional  government  they  will  not  survive  in 
competition  with  an  effective  trade  unionism.  If  they  do  sui'vive 
it  will  be  because  these  plans,  altliough  promulgated  in  the  first 
instance  by  employers,  also  develop  into  a  real  constitution  for 
industry  similar  to  trade  agreements.  It  is  therefore  important 
to  study  the  rules  and  decisions  made  under  the  employee  repre- 
sentation plans,  along  the  same  lines  that  we  have  here  sketch- 
ed for  the  study  of  union  agreements,  to  see  if  here  too  sovereignty 
is  shifting,  and  democratic  constitutional  government  is  being 
established. 

The  movement  for  more  control  by  wage-earners  over  the  condi- 
tions of  their  employement,  over  wages,  hours,  and  shop  rules 
has  been  going  on  for  so  long  a  time,  and  in  so  many  industries 
and  widely  separated  countries,  that  it  can  not  be  put  down  as 
^^History  of  Politics,  p.  133. 


American  Trade  Unionism  79 

a  mere  momentary  claim  of  labor  during  a  period  of  industrial 
unrest.      In  the  words  of  Professor  Cheyney : 

"Such  a  continuous  movement  as  this,  so  analagous  to  the  movement 
for  political  democracy,  so  wide  in  its  extent,  can  not  be  expected  to 
stop  short  of  some  great  epoch-making  change.  It  obviously  has  all 
the  characteristics  of  evolution  in  human  society.  It  is  part  of  the 
organic  growth  of  the  community."^ 

"Cheyney,  E.  P.,  "The  Trend  toward  Industrial  Democracy,"  Annals  of  the 
American  Academy,  July,  1920,  p.  9. 


AMERICAN  TRADE  UNIONISM— DISCUSSION 

David  A.  McCabe. — We  are  grateful  to  Dr.  Barnett  for  bringing  his 
analytical  study  of  American  trade-union  membership  down  to  date. 
I  agree  with  his  conclusion  that  union  membership  is  in  the  course  of 
a  recession  much  greater  than  ten  per  cent.  I  shall  devote  my  time 
to  a  further  consideration  of  the  position  of  the  railroad  unions.  There 
are  good  reasons,  to  my  mind,  for  expecting  that  most  of  the  railroad 
unions  will  share  in  the  general  recession  and  that  some  of  them  will 
lose  heavily. 

There  is  no  doubt  that  the  labor  provisions  of  the  Transportation 
Act  and  the  decisions  of  the  Railroad  Labor  Board  retaining  so  much 
of  the  substance  of  the  so-called  "national  agreements"  made  between 
the  unions  and  the  Railroad  Administration,  have  been  of  great  assist- 
ance to  the  shop-craft  unions  and  the  miscellaneous  unions,  as  distinct 
from  the  old  Brotherhoods,  in  holding  their  membership.  These 
unions  are  undoubtedly  in  a  far  better  position  now  than  they  would 
have  been  if  the  roads  had  been  left  free  to  abrogate  the  national 
agreements  and  to  make  the  attempt  to  return  to  more  localized 
bargaining  with  the  shop  crafts  and  to  try  to  dislodge  the  miscellaneous 
unions  entirely.  Yet,  despite  the  large  measure  of  protection  given 
them  by  the  Act  and  the  Board,  the  shop-craft  and  miscellaneous 
unions  are  in  a  far  less  favorable  position  than  they  enjoyed  in 
February,  1920,  the  last  month  of  government  control. 

First,  as  to  the  functioning  of  the  national  unions  in  the  redress 
of  individual  grievances.  Dr.  Barnett  has  pointed  out  the  great 
significance  of  this  function  to  the  individual  worker  on  the  railroads. 
He  has  rightly  emphasized  the  importance  of  the  retention  of  so 
many  rules  embodying  the  highly  prized  individual  rights  of  which  he 
spoke.  But — and  this  I  think  is  also  of  importance — the  system  of 
national  adjustment  of  claims  arising  under  these  rules,  that  of  the 
national  adjustment  boards,  has  not  been  retained. 

The  national  unions  occupied  a  highly  favorable  position  under  the 
national  adjustment  board  plan.  These  were  joint  boards  to  which 
the  individual  workers  who  felt  aggrieved  by  the  application  of  the 
rules  by  their  own  roads,  or  by  disciplinary  actions,  could  have  their 
cases  brought  for  final  determination.  They  were  joint  boards,  not 
tripartite  boards.  They  were  made  up  of  equal  numbers  of  repre- 
sentatives of  the  Railroad  Administration  and  the  national  unions 
concerned.  Moreover,  the  national  union  was  practically  the  agency 
through  which  the  case  of  the  individual  workman  reached  the  proper 
board  on  appeal.  Naturally  enough,  the  individual  worker  looked 
upon  the  national  union  as  the  protector  of  tlie  rights  wliich  he  so 
highly  valued.  This  fact,  over  and  above  the  part  played  by  the 
national  unions  in  securing  tlie  establishment  of  these  rules,  was  of 
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undisputed  value  to  tlie  national  unions  in  obtaining  and  holding  the 
allegiance  of  the  workers. 

The  national  adjustment  boards  were  discontinued  after  the  roads 
were  returned  to  private  management;  and,  although  the  Transporta- 
tion Act  authorizes  the  formation  of  such  boards,  subject  to  an  appeal 
to  the  Railroad  Labor  Board,  the  roads  have  refused  to  reconstitute 
them.  A  number  of  western  roads  have  combined  to  establish  a  re- 
gional adjustment  board  and  a  regional  board  has  been  projected  for 
a  few  eastern  roads,  but  these  boards  are  to  include  only  the  older 
Brotherhoods.  The  roads  have  not  formed,  and  there  are  indications 
that  they  will  not  agree  to  form,  regional  adjustment  boards  for  the 
shop  crafts  or  the  miscellaneous  occupations. 

It  is  unlikely  that  any  system  of  adjusting  individual  grievances 
and  claims  will  prevail  that  will  be  as  favorable  to  the  national  unions 
as  the  national  adjustment  boards.  In  the  cases  of  the  shop  crafts  and 
miscellaneous  occupations,  the  practical  functioning  of  the  national 
union  may  be  very  seriously  curtailed.  If  the  roads  refuse  to  set 
up  joint  boards  of  any  wider  jurisdiction  than  the  single  road  or 
system,  the  advantage  of  membership  in  a  wider  organization  is  re- 
duced. To  be  sure,  the  national  union  would  be  useful  in  carrying 
appeals  from  the  road  board  to  the  Railroad  Labor  Board.  But 
what  the  national  union  can  get  from  the  Railroad  Labor  Board  is 
likely  to  be  less  than  it  was  able  to  get  from  its  own  national  adjust- 
ment board  in  the  days  of  government  control.  If  each  road  has  its 
own  joint  board,  and  if  the' individual  worker  can  vote  for  his  repre- 
sentative and  get  easy  access  to  the  board,  regardless  of  union  member- 
ship or  non-membership,  and  if  the  workers  generally  come  to  have 
confidence  that  they  can  get  redress  from  their  road  boards  in  any 
case  that  would  have  a  fair  chance  of  success  before  the  Railroad 
Labor  Board,  the  hold  of  the  national  unions  on  their  members  will  be 
greatly  weakened. 

With  respect  also  to  the  other  great  function  of  national  unions, 
that  of  collective  bargaining  for  wages  and  general  conditions,  the 
position  of  the  national  unions  is  weaker  than  it  was  in  February,  1920. 
It  must  not  be  forgotten  that  it  was  the  Railroad  Administration,  and 
not  the  roads,  that  introduced  the  national  basis  in  collective  bargain- 
ing for  the  shop  crafts  and  extended  collective  bargaining  to  the  mis- 
cellaneous occupations.  It  is  true  that  the  Transportation  Act  gives 
the  workers  the  right  to  continue  to  use  the  national  unions  as  their 
aarents  in  the  determination  of  wasres  and  other  conditions  if  they  so 
choose.  But  recoornition  of  this  riffht  in  the  law  and  bv  the  Board 
is  far  different  from  willina"  recocrnition  bv  emplovers  anxious  to 
reach  a  settlement  with  the  unions  and  from  the  2:enerous  recognition 
accorded  bv  the  Railroad  Administration.      Since  the  roads  went  back 
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to  private  management,  no  big  issue  has  been  settled  by  direct  agree- 
ment between  the  roads  and  the  respective  unions.  Successful  col- 
lective bargaining  on  a  large  scale  has  been  suspended. 

What  we  have,  it  seems,  is  de  facto  compulsory  arbitration.  In  the 
matter  of  wages  the  Board  has  given  and  the  Board  has  taken  away. 
The  national  unions  have  functioned  as  advocates,  rather  than  as 
bargainers.  Judicial  determination  has  succeeded  to  the  earlier  joint 
determination  by  the  unions  and  the  roads,  with  all  the  elements  of 
bargaining  strength  entering  in,  and  the  later  joint  determination  by 
the  unions  and  a  sympathetic  Railroad  Administration.  And  the  fight- 
ing strength  of  the  unions  in  interest  is  not  one  of  the  seven  factors 
that  the  Transportation  Act  requires  the  Board  to  take  into  considera- 
tion in  reaching  its  decisions. 

How  will  this  change  aflfect  the  unions?  Will  it  not  weaken  them 
with  that  large  class  of  workmen  who  will  belong  to  labor  organiza- 
tions only  when,  and  so  long  as,  they  see  some  individual  advantage 
to  be  gained  through  union  membership  which  will  be  lost  if  they  do 
not  support  the  union.''  The  old  Brotherhoods  may  hold  their  mem- 
bership nearly  intact,  through  tradition  and  because  of  the  greater 
willingness  the  roads  have  shown  to  deal  with  them  than  with  the 
other  unions.  The  shop-craft  unions  have  an  element  of  strength  also 
in  the  desire  of  those  craftsmen  who  may  anticipate  seeking  employ- 
ment at  some  time  outside  the  railroad  shops  to  belong  to  the  national 
unions  in  their  respective  crafts.  The  miscellaneous  unions  are  in  the 
weakest  position,  and  I  think  we  may  expect  a  relatively  large  recession 
of  membership  in  this  group  from  the  1920  figures. 

M.  B.  Hammond. — The  figures  given  by  Professor  Barnett  to  show 
the  growth  of  trade  unionism  in  the  United  States  from  1913  to  1920 
doubtless  represent  the  situation  as  accurately  as  it  can  be  portrayed 
from  such  sources  as  are  available.  His  figures  are  in  substantial 
agreement  with  those  gathered  and  published  by  the  International 
Labour  Office  at  Geneva.  Incidentally,  it  may  be  remarked  that  while 
trade-union  membership  has  had  a  phenomenal  growth  in  the  United 
States  since  1913  its  growth  elsewhere  has  been  even  more  remarkable. 
The  figures  published  by  the  International  Labour  Office  show  that 
while  the  trade  unions  in  the  United  States  have,  roughly  speaking, 
doubled  their  combined  membership  since  1913,  they  have  in  the 
world  as  a  whole  trebled  their  membership  during  the  same  years. 

We  arc  more  concerned,  however,  with  the  significance  of  this 
growth  than  with  the  mere  fact  of  increase.  Ordinarily,  one  would 
point  to  such  a  rate  of  growth  as  an  indication  of  tlie  growing  im- 
portance of  the  trade  union  as  an  institution  in  our  social  and  industrial 
life.  This  may  be  a  true  interpretation  of  the  statistics  For  most 
countries  I  am  inclined  to  think  it  is  the  true  interpretation,  but  I  am 
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inclined  to  be  somewhat  doubtful  as  to  whether  this  can  be  said  to  be 
true  of  trade  unionism  in  the  United  States,  and,  if  I  understand 
Professor  Barnett's  implications,  he  shares  somewhat  this  scepticism. 

The  first  thing  to  which  I  want  to  call  attention  arises  from  the 
comparison  between  the  rates  of  growth  of  trade  unionism  in  the 
United  States  and  the  rest  of  the  world  of  which  I  have  just  spoken. 
In  the  United  States  our  strong  unions  have  laid  their  emphasis  upon 
efforts  to  secure  recognition  by  employers  and  employers'  associations 
and,  when  this  has  been  obtained,  have  sought  to  accomplish  their 
purposes  by  means  of  collective  bargaining.  On  the  whole,  they  have 
placed  less  emphasis  upon  labor  legislation,  except  such  legislation 
as  was  necessary  to  remove  their  legal  disabilities,  and  they  have 
constantly  and  successfully  resisted  the  efforts  of  an  aggressive  minor- 
ity of  their  members  and  of  some  of  their  friends  outside  the  unions 
to  have  the  trade  union  movement  organize  as  a  political  party.  In 
urging  the  pursuit  of  this  non-partisan  political  program,  trade-union 
leaders  have  doubtless  had  in  mind  the  results  of  fruitless  efforts  of 
earlier  and  now  defunct  labor  organizations  which  attempted  to  win 
their  victories  by  direct  political  action. 

I  am  not  criticising  American  trade  union  leaders  for  refusing  to 
organize  a  Labor  Party.  To  win  a  political  victory  in  the  United 
States,  a  labor  party  would  have  to  have  the  support  of  farmer  votes ; 
and  in  the  United  States,  at  least,  land-owning  farmers  and  agricul- 
tural tenants  who  hope  to  become  land  owners  have  not  felt  that  their 
permanent  interests  were  those  of  the  city  wage-earners.  But  that 
to  which  I  am  calling  your  attention  is  the  fact  that  European  trade 
unions  which  have  pursued  the  opposite  policy  have  increased  their 
membership  at  a  more  rapid  rate  than  have  the  American  unions. 
The  country  with  the  largest  trade  union  membership  is  Germany, 
where  the  number  of  members  has  grown  from  four  and  one-half 
millions  in  1913  to  an  estimated  thirteen  millions  in  1920.  In  Ger- 
many the  trade  unionists  constitute  the  strength  of  the  dominant  social- 
ist party,  which,  since  the  revolution  of  1918,  has  had  control  of 
governmental  administration.  In  Russia,  with  a  trade  union  membership 
of  nearly  five  and  a  quarter  millions,  we  have  had  a  trial — and  appar- 
ently a  failure — of  genuine  Marxian  socialism,  the  rule  of  the  prole- 
tariat, which  has  had  its  power  centered  in  the  trade  unions.  Belgium, 
France  and  Italy,  all  with  socialistic  governments,  show  an  increase 
in  trade-union  membership  of  from  one  hundred  to  two  hundred  per 
cent.  Other  Continental  countries  and  some  of  the  British  colonies 
show  an  even  more  striking  growth  in  the  membership  of  the  unions 
and  correspondingly  great  political  influence  of  the  labor  or  socialistic 
parties. 

I  hope  that  none  of  my  audience  will  get  the  impression  from  what 
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I  am  saying  that  I  think  there  is  any  necessary  connection  between 
the  growth  of  political  power  on  the  part  of  the  trade  unions  and 
socialism.  Those  of  you  who  are  familiar  with  the  political,  industrial, 
and  social  environment  of  Continental  countries  know  that  there  were 
ample  reasons  for  the  association  of  trade  unionism  and  political 
socialism  in  those  countries.  It  is  also  true  that  since  the  Socialist 
parties  have  come  to  the  top  in  the  political  chaos  which  has  followed 
the  Armistice,  they  have,  outside  of  Russia,  at  least,  either  willingly 
or  of  necessity  so  modified  their  programs  that  there  is  little  of 
genuine  socialism  left  in  them.  In  fact,  the  striking  thing  about  their 
demands  and  their  accomplishments,  as  I  shall  presently  point  out, 
is  that  they  represent  those  things  which  we  have  long  associated  with 
trade  unionism  rather  than  with  socialism. 

In  Great  Britain,  where,  in  spite  of  a  strong  socialistic  element 
in  the  political  labor  party,  that  party,  now  occupying  the  Opposition 
benches  in  Parliament,  is  trade  union  rather  than  socialistic  in  its 
composition  and  policies.  While  the  Coalition  of  the  older  parties 
continues,  the  Labor  Party  is  bound  to  remain  weak  in  numbers ;  and 
it  may  not  in  the  near  future  become  one  of  the  leading  political 
parties,  but  the  influence  of  the  trade  unionists  in  government  circles 
is  unquestionably  great  and  is  not  likely  to  become  weaker. 

In  all  the  leading  European  countries  and  in  the  British  colonies, 
the  trade  union  movement  can  point  to  some  very  definite  and  positive 
results  secured  by  means  of  legislation.  Perhaps  the  most  important 
of  these  is  the  almost  universal  adoption  in  countries  with  socialistic 
or  labor  governments  of  the  legal  eight-hour  day.  The  leading  motive 
in  this  legislation  is  one  which  has  been  controlling  in  the  history 
of  trade  unionism  in  all  countries.  It  was  not  the  industrial  motive, 
namely,  the  idea  that  eight  hours  will  lead  to  larger  production  than 
a  working  day  of  greater  length,  nor  yet  the  health  motive  with  which 
we  are  so  familiar  in  our  own  hours'  legislation,  especially  for  women 
and  children.  It  was  rather  the  demand  for  leisure  for  the  worker,  or 
what  the  Manchester  Guardian  calls  "the  desire  to  have  more  range 
and  choice  and  initiative  in  one's  own  life,"  which  led  to  this  rapidly 
attained  result  in  the  field  of  legislation.  Other  results  of  the  partici- 
pation of  labor  in  politics  in  Europe  have  been  the  laws  providing  for 
the  participation  of  labor  in  the  management  of  industries,  the  rapid 
extension  of  social  insurance,  particularly  unemployment  insurance, 
and  minimum  wage  legislation.  Although  labor  has  suffered  severe 
defeats  in  the  industrial  field  since  the  Armistice,  in  Europe  as  well 
as  in  America,  the  most  notable  of  w^hich  is  the  now-admitted  failure 
of  the  proletariat  control  of  industries  in  Soviet  Russia,  these  achieve- 
ments of  organized  labor  in  Europe  by  way  of  the  legislative  route 
are  in  striking  contrast  with  the  failure  of  organized  labor  to  attain 
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any  cojisiderable  results  in  the  United  States  since  the  signing  of  the 
Armistice,  in  spite  of  the  great  increase  in  the  membership  of  the 
trade  unions. 

The  reluctance  of  the  trade  union  leaders  in  the  United  States  to 
seek  to  secure  some  of  their  demands  by  means  of  legislation  seems 
to  me  to  be  at  least  in  part  responsible  for  the  failure  of  organized 
labor  to  impress  upon  the  American  social  mind  the  importance  of  its 
task  and  a  realization  of  the  strength  of  the  numbers  behind  it.  It  is 
only  by  means  of  legislation  that  the  trade  union  movement  can  secure 
the  effective  cooperation  of  many  influential  persons  and  voluntary 
associations  in  the  ranks  of  what  is  generally  known  as  the  "middle 
class"  in  the  attainment  of  what  are  believed  by  such  persons  and 
associations  to  be  legitimate  social  demands.  I  think  that  a  careful 
study  of  the  progress  of  the  laboring  class  in  this  and  in  other 
countries  will  show  that  the  most  important  and  permanent  results 
have  been  attained  by  means  of  legislation,  and  I  think  that  the  same 
careful  study  will  show  that,  with  few  exceptions,  in  this  country  at 
least,  the  movement  which  resulted  in  the  enactment  of  the  most  im- 
portant labor  laws  originated  outside  the  ranks  of  organized  labor 
and  for  a  time,  at  least,  secured  little  interest  and  support  from  the 
trade  unions.  I  believe  this  statement  will  generally  hold  true  of 
child  labor  legislation,  of  factory  legislation  in  general,  of  minimum 
wage  laws,  and  of  workmen's  compensation  legislation  and  other  forms 
of  social  insurance.  Sometimes  the  support  of  organized  labor  has 
been  secured  in  the  later  stages  of  the  passage  of  such  laws  and 
frequently  their  initiative  or  cooperation  has  been  responsible  for  the 
effective  enforcement  of  such  laws,  when  the  benefits  of  the  legislation 
had  begun  to  be  realized.  Generally  speaking,  however,  I  think  it 
will  be  found  true  that  organized  labor  in  the  United  States  has 
devoted  its  strength  to  the  cause  of  collective  bargaining.  Like, 
doubtless,  most  of  my  auditors,  I  have  long  been  a  defender  of  the 
plan  of  collective  bargaining  as  the  most  effective  way  of  protecting 
the  propertyless  laborer  in  the  making  of  the  labor  contract.  It  is, 
therefore,  not  doubt  in  my  own  mind  as  to  the  validity  of  the  princi- 
ple of  collective  bargaining  or  as  to  the  need  of  strong  trade  unions 
as  instruments  and  agencies  for  the  accomplishment  of  this  purpose 
which  leads  me  to  question  the  wisdom  of  American  trade  union 
leaders  in  giving  their  energies  so  exclusively  to  the  pursuit  of  this 
one  objective,  while  neglecting  other  members  of  the  laboring  class,  and 
other  modes  of  improving  the  condition  of  their  constituents  which 
have  won  great  victories  abroad. 

If  I  am  right  in  my  belief  that  the  American  trade  union  movement 
has  not  secured  either  from  employers  or  from  the  public  at  large 
that  support  for  its  policies  and  program  which  the  strength  of  its 
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numbers  would  lead  one  to  expect,  I  must  add  that  I  believe  there  is 
another  and  a  more  fundamental  explanation  for  this  failure.  It  is 
the  claim  of  trade  unionists  that,  if  their  associations  are  recognized 
as  the  agencies  for  making  the  labor  contract,  they  are  prepared  to 
offer  employers  decided  advantages  in  the  way  of  quality  of  work- 
manship and  in  increased  stability  of  the  labor  market  which  will  more 
than  compensate  employers  for  their  surrender  of  the  privilege  of 
dealing  with  laborers  as  individuals,  and  which  will  also  carry  with 
collective  bargaining  great  advantages  to  the  consumers. 

The  argument  is  a  plausible  one  and  it  is  a  belief  in  such  possibili- 
ties which  has  led  most  of  xis  to  the  support  of  collective  bargaining. 
It  would  seem,  however,  that  by  this  time  the  advantages  of  collective 
bargaining  would  have  so  impressed  themselves  upon  employers  that 
the  most  astute  ones  would  have  been  eager  to  secure  these  advantages 
for  themselves.  Yet  we  find  that,  outside  those  industrial  groups  in 
which  Professor  Barnett  has  just  shown  that  trade  unionism  has  been 
aided  by  peculiar  trade  conditions,  collective  bargaining  has  made 
strangely  little  headway  with  the  employers  in  the  United  States. 
The  big  industrial  corporations  and  the  establishments  in  which 
large-scale  ojDerations  are  carried  on  are  giving  more  attention  than 
ever  before  to  the  establishment  of  those  conditions  which  make  for 
the  efficiency  of  their  laborers  and  the  stability  of  their  labor  supply. 
Yet,  with  very  few  exceptions,  the  managers  of  such  corporations  and 
establishments  have  not  been  converted  to  the  gospel  of  collective 
bargaining  through  the  agency  of  the  trade  unions.  Mostly,  they 
have  refused  to  recognize  the  unions  as  the  representatives  of  their 
own  employees  and  when  they  have  seen  the  desirability  of  giving  their 
own  employees  some  representation  in  the  management  of  the  plants, 
as  is  now  the  growing  practice  in  relation  to  those  matters  in  which 
labor  has  chief  concern,  such  managers  have  almost  always  preferred 
to  deal  with  representatives  selected  by  organizations  of  their  own 
employees  than  to  deal  wth  imion  representatives.  In  other  countries, 
industrial  representation  of  employees  seems  generally  to  come  through 
the  trade  unions;  and  I  am  not  claiming  that  the  so-called  "American 
plan"  is  to  be  preferred,  or  that  it  is  the  right  method  to  secure 
genuine  industrial  democracy.  But  what  I  am  asking  is.  Why  have 
American  trade  union  leaders  failed  in  the  course  of  an  entire  genera- 
tion since  modern  trade  union  methods  were  adopted  in  this  country 
to  "sell"  their  wares  to  either  the  employers  or  the  public? 

Is  not  the  failure  due  to  the  fact  that  both  employers  and  the 
public  have  discovered  that,  when  once  the  unions  have  obtained  recog- 
nition and  have  established  collective  bargaining,  they  have  preferred 
to  push  their  advantages  by  monopolistic  methods  rather  than  by 
methods  which  would  result  in  enlarged  production  and  a  lessening  of 
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industrial  strife?  There  is  no  time  here  to  discuss  the  matter  at 
length.  We  are  all  familiar  with  the  methods  for  restricting  pro- 
duction, by  direct  or  indirect  means,  which  are  employed  by  nearly 
all  the  large  unions— methods  wliich  recently  brought  a  sharp  rebuke 
from  such  a  staunch  friend  of  labor  as  Judge  Landis,  when  he  made 
his  award  in  the  arbitration  case  of  the  Chicago  building  trades. 
While  such  methods  may  be  justified  at  times  as  weapons  of  defense 
in  a  class  war,  they  can  not  be  defended  as  socially  beneficial  or  as 
part  of  a  permanent  policy  any  more  than  can  the  monopolistic  price 
policies  of  the  industrial  combinations. 

Surely,  collective  bargaining  can  be  made  to  succeed  without  reliance 
on  these  monopolistic  methods.  If  the  unions  are  to  regain  the  con- 
fidence of  the  public,  which  has,  I  think,  been  in  some  measure  lost 
to  them  in  recent  years,  they  must  do  so  by  methods  which  are  in 
harmony  with  a  jjrogram  for  social  and  industrial  efficiency.  Possibly 
it  is  to  be  regarded  as  a  welcome  sign  of  an  awakened  conscience 
of  the  American  trade  union  movement  that  at  the  recent  Denver 
convention  of  the  American  Federation  of  Labor  one  of  the  resolutions 
adopted  declared  that  "there  are  but  two  avenues  to  higher  standards 
of  living  for  our  people  as  a  whole — tlie  elimination  of  waste  and 
increased  productivity." 

F.  S.  Deibler. — The  paper  of  Dr.  Leiserson  contains  many  points 
of  interest  for  the  students  of  labor  problems.  His  experience  as 
arbitrator  has  given  him  an  excellent  opportunity  to  observe  the  de- 
velopment and  operation  of  a  system  of  government  in  industry.  In 
presenting  his  topic,  the  first  section — "The  Goal  of  Trade  Unionism" 
— is  interesting  enough  in  itself,  but  has  little  direct  bearing  upon 
the  main  theme  which  he  later  develops.  However,  if  I  may  digress, 
as  I  think  Dr.  Leiserson  has,  to  consider  the  points  raised  in  this 
portion  of  his  paper,  I  may  say  that  I  find  myself  in  substantial  agree- 
ment with  his  criticism  of  Hoxie's  functional  classification  of  Unionism, 
but  I  am  accustomed  to  place  a  different  emphasis  on  the  point.  The 
word  "functional"  as  used  by  Professor  Hoxie,  is  misleading.  The 
terms  which  he  uses,  "business  unionism,"  "up-lift  unionism,"  "revolu- 
tionary unionism,"  and  "predatory  unionism,"  are  quite  descriptive  and 
extremely  useful,  but  are  descriptive  of  methods  used  by  unions  rather 
than  of  functions  performed.  The  function  of  Unionism  is  to  protect 
and  promote  tlie  economic  interests  of  the  workers  as  workers.  The 
most  radical  I.  W.  W.  may  claim  this  common  purpose  as  his  goal 
alongside  of  the  most  conservative  trade  unionist — and  yet  the  methods 
of  attaining  these  ends  may  be  as  widely  separated  as  those  of  the 
"business"  union  and  the  "revolutionary"  or  "predatory"  union.  If  I 
am  correct  in  my  distinction,  unionism  may  be  unitary  from  the  point 
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of  view  of  function,  and  vary  widely  in  the  methods  of  attaining  its 
ends  or  purposes. 

Turning  now  to  the  main  theme — Constitutional  Government  in 
American  Industries — there  are  at  least  three  queries  that  may  be 
raised  concerning  this  subject:  (1)  What  is  meant  by  constitutional 
government  in  industry?  (2)  To  what  extent  can  employer-employee 
relations  be  resolved  by  the  application  of  principles?  (3)  Does  not 
the  success  of  any  plan  depend  quite  as  much  upon  the  sincerity 
and  "good  will"  of  the  two  parties  as  upon  the  form  of  machinery 
through  which  they  operate? 

From  the  most  casual  reading  of  the  literature  on  this  subject,  it 
will  be  apparent  that  this  expression — constitutional  government  in 
industry — is  most  loosely  used.  Sometimes  the  expression  is  made  to 
include  the  agreements  worked  out  by  a  trade  union  and  an  individual 
employer ;  again  it  may  mean  the  negotiations  between  representatives 
of  the  employers  and  representatives  of  the  men  for  an  industry — as  in 
the  coal  mining  industry  in  the  central  states  territory;  or  it  may 
include  only  those  schemes  that  have  set  up  definite  machinery  for 
the  adjustment  of  disputes — as  in  the  men's  clothing  industry;  or 
again  it  may  be  inclusive  of  all  methods  that  are  being  tried  out  as 
means  of  adjusting  the  employer-employee  relations. 

While  Dr.  Leiserson  does  not  define  his  usage,  yet  it  is  apparent 
from  the  context  that  he  is  using  the  expression  in  an  inclusive  sense 
and  has  in  mind  the  evolution  in  the  direction  of  limiting  the  employer's 
right  of  absolute  control  in  industry.  By  anology  he  finds  the  various 
elements  of  government  developing  in  industry — taking  on  the  consti- 
tutional forms  well  known  in  modern  states.  From  a  sociological 
point  of  view,  I  suppose,  it  is  correct  to  emphasize  group  action  and 
to  show  how  similar  sets  of  circumstances  tend  to  develop  similar 
institutions,  whether  these  influences  are  operating  within  the  larger 
social  group  or  within  that  group  represented  by  the  employer- 
employee  relations.  The  significant  thing  in  this  study,  as  I  see  it,  is 
not  the  kind  or  form  of  institution  that  is  developing,  but  the  fact 
that  an  orderly  procedure  in  disposing  of  conflicting  interests  has  been 
devised  and  that  one  should  analyze  that  procedure  to  see  what  changes 
it  im])oses  upon  the  relations  of  the  parties  thereto.  The  real  contri- 
bution in  this  paper  is  in  calling  attention  to  these  changes  and  point- 
ing to  the  direction  in  which  the  movement  is  going. 

A  significant  fact  to  be  noted  is  the  development  of  limits  on  the 
control  exercised  by  the  employer.  Dr.  Leiserson  very  convincingly 
describes  the  change  and  gives  adequate  proof  for  this  general  state- 
ment. His  position  can  be  greatly  strengthened  by  reviewing  certain 
historical  relations.  The  right  of  the  employer  to  exercise  control  in 
industry  is  based  upon  the  right  of  property.      Since  the  abolition  of 
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slavery,  ownership  rights  have  been  confined  to  land  and  capital,  and, 
from  the  point  of  view  of  the  entrepreneur,  labor  has  been  an  unowned 
factor.  In  the  simpler  stages  of  industry  the  control  exercised  by  the 
entrepreneur  was  not  fraught  with  the  same  social  consequences  as 
now.  It  could  not  affect  so  powerfully  the  life  of  the  laborer  as  in 
modern  conditions  where  concentration  of  control  has  become  so  im- 
portant. As  long  as  the  producing  unit  was  small  and  the  number  of 
competing  employers  large,  there  was  little  need  for  labor  to  dispute 
the  control  exercised  by  the  employer.  The  laborer  found  that  his 
interests  were  reasonably  protected  by  the  operation  of  competitive 
forces,  and,  in  addition,  the  employer-employee  relations  were  more 
personal  than  now. 

But  the  industrial  changes  during  the  last  half  century  have  greatly 
modified  these  simpler  conditions.  The  most  potent  influence  in  cen- 
tralizing control  in  modern  industry  has  been  the  corporation.  What- 
ever may  have  been  its  effects  upon  ownership,  the  corporation  has 
greatly  concentrated  control.^  Under  these  conditions  the  interests  of 
the  unowned  factor — labor — do  not  coincide  at  all  times  with  those 
of  the  entrepreneur,  nor  are  they  protected  and  promoted  by  the  same 
forces  which  promote  those  of  the  employer.  Hence,  at  this  point 
labor  begins  to  dispute  the  rights  of  control  based  upon  the  ownership 
of  property  and  demands  a  voice  in  the  determination  of  the  policy 
of  the  business  so  far  as  this  pertains  to  questions  that  intimately 
affect  labor.  When  we  survey  the  whole  industrial  field,  three  fairly 
distinct  stages  in  this  development  may  be  observed:  (1)  The  laborer 
demands  wage  and  working  conditions  suitable  to  himself.  (2)  He 
insists  that  his  organization  be  recognized  and  his  representatives  be 
regularly  consulted  in  the  determination  of  the  labor  policy.  This 
stage  often  leads  to  vigorous  resistance  on  the  part  of  the  employer. 
Strikes  and  labor  disputes  will  ensue  before  the  employer  is  willing 
to  concede  the  rights  demanded  and  to  agree  to  a  limit  on  his  control. 
(3)  There  is  the  stage  in  which  regular  machinery  is  set  up  for  the 
operation  of  the  joint  control.  As  soon  as  the  employer  releases  his 
control  and  collective  bargaining  begins,  then  there  arises  a  problem 
of  organization  for  the  effective  operation  under  the  new  situation. 
It  is  in  this  stage  that  we  find  such  an  industry  as  the  manufacture  of 
men's  apparel.  The  entrepreneur,  or  management,  now  faces  two 
problems:  (a)  what  form  of  machinery  is  best  adapted  to  the  industry 
in  question;  and  (b)  what  principles,  if  any,  can  be  found  to  guide 
the  operation  of  the  machinery  thus  constituted.  To  what  extent  can 
the  field  of  dispute  be  narrowed  and  on  what  principles  or  philosophy 

'It  is  frequently  shown  how  the  corporation  has  made  possible  the  diflFusion 
of  ownership  and  many  companies  point  with  pride  to  the  wide  holdings  of 
their  stock. 
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can  management  and  employees  agree  in  advance  that  will  insure  the 
protection  and  promotion  of  the  interests  of  both. 

This  leads  to  the  second  query,  namely,  to  what  extent  can  disputed 
questions  be  resolved  by  the  application  of  principles?  Here  I  con- 
ceive two  sets  of  problems,  those  that  pertain  to  "working  rules,"  and 
those  that  pertain  to  wages.  Both  affect  costs  and  are  important  to 
the  employer.  The  extent  to  which  problems  growing  out  of  "working 
rules"  can  be  resolved  by  principles  seems  to  me  to  be  very  limited. 
A  common  rule,  as  the  number  of  apprentices  allowed,  or  a  rule  on 
the  introduction  of  new  processes,  often  appears  in  agreements  cover- 
ing either  a  market  or  an  industry,  but  when  the  test  comes  there  is  no 
very  clear-cut  principle  to  resolve  the  points  in  dispute.  The  cases 
are  usually  settled  by  compromise.  Besides,  the  trade  practice  is 
likely  to  vary  from  establishment  to  establishment  so  that  many  rules 
operate  only  within  a  single  plant.  Perhaps  longer  experience  in  ne- 
gotiating through  the  constitutional  forms  which  Dr.  Leiserson  has  in 
mind  will  result  in  the  building  up  of  standards  that  are  mutually 
satisfactory. 

When  we  turn  from  working  rules  to  wages,  and  inquire  the  extent 
to  which  principles  can  be  applied  here,  we  might  expect  a  more  con- 
fident answer.  Economists  for  years  have  been  thinking  and  writing 
on  distribution  and  have  had  much  to  say  concerning  wages.  But 
what  has  been  said  on  this  question  has  had  to  do  mainly  with  func- 
tional distribution  and  furnishes  little  guidance  for  the  determination 
of  wage  disputes.  Take  the  productivity  theory  for  example.  This 
is  a  useful  statement  in  explaining  in  a  broad  way  the  division  of 
social  income  among  the  factors  of  production,  but  its  use  is  very 
limited  in  determining  quantitatively  the  pay  of  an  individual  worker. 
Employers  like  to  use  a  piece-work  system  of  pay  and  often  argue 
tliat  in  this  way  each  man  is  paid  according  to  his  merits  or  output. 
But  how  can  the  piece  rate  be  determined  ?  At  best  the  productivity 
theory  can  be  used  to  set  broad  limits  within  which  negotiations  may 
take  place. 

A  second  theory  frequently  advanced  as  a  means  of  settling  wage 
differences  is  the  "cost  of  living."  This  suggestion  has  the  merit  of 
lending  itself  to  a  rough  quantitative  measurement.  But  when  applied 
there  seems  to  be  room  for  wide  differences  of  opinion  as  to  what 
cost  of  living  actually  is  in  a  particular  instance.  Few  workmen  will 
accept  this  as  a  final  solution  of  the  wage  problem  because  it  leaves 
the  question  of  the  distribution  of  the  results  of  invention  and  progress 
unsettled.  While  the  acceptance  of  this  theory  may  be  useful  in 
narrowing  the  field  of  dispute,  there  still  remains  a  "no  man's  land" 
unprovided  for.  I  do  not  wisli  to  imply  by  the  foregoing  discussion 
that  I  despair  of  the  application  of  principle  to  the  problems  involved. 
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My  point  is  that  it  is  not  sufficient  to  set  up  a  form  of  government  and 
expect  it  to  operate.  The  adoption  of  joint  control  as  indicated  sets 
up  new  responsibilites^  and^  if  successful,  management  will  be  required 
to  give  to  these  the  same  kind  of  intelligent  consideration  as  goes  into 
the  technical  and  sales  sides  of  the  business. 

In  the  operation  of  any  such  system  as  Dr.  Leiserson  describes, 
there  is  one  point  at  which  a  serious  mistake  may  easily  be  made  which 
will  have  large  economic  and  social  consequences.  Many  decisions 
formerly  made  by  the  entrepreneur  are  now  shifted  to  the  joint  ma- 
chinery of  control.  In  this  shift  there  is  danger  of  encroaching  upon 
the  elasticity  that  should  exist  in  a  healthy  state  of  industry.  A  de- 
cision imder  joint  control  becomes  a  point  of  advantage  and  the  party 
benefiting  thereby  will  resist  a  modification.  Formerly,  a  decision 
could  be  modified  at  will  of  employer,  thereby  giving  great  elasticity  in 
adapting  practices  to  conditions.  In  this  regard  the  joint  machinery 
of  control  operates  much  as  a  supreme  court.  There  is  this  advantage 
in  the  operation  of  a  plan  like  that  in  the  clothing  trade  over  govern- 
ments— the  whole  trend  may  be  more  easily  modified,  as  the  result  of 
the  recurring  renewals  of  the  agreement,  than  a  change  made  in  the 
constitution  of  a  state  or  the  nation.  But  nevertheless,  it  would  seem 
to  me  that  during  the  life  time  of  the  agreement  the  impartial  ma- 
chinery should  confine  its  decisions  strictly  to  the  specific  problem 
before  it,  rather  than  look  for  a  broad,  inclusive  principle  that  will 
settle  all  the  difficulties  in  the  industry.  The  latter  policy  will  be 
elusive,  and  every  decision  tends  to  narrow  the  influence  of  the  joint 
control  and  limit  its  power  to  make  decisions  in  the  interest  of  the 
industry. 

My  last  query  is  whether  the  success  of  any  plan  does  not  depend 
more  upon  the  "good  will"  between  the  parties  and  the  sincerity  of 
each  in  accepting  the  new  relationship  than  upon  the  form  of  the 
machinery  adopted.  My  observation  leads  me  to  this  conclusion,  and 
the  evidence  supporting  it  is  the  fact  that  a  wide  variety  of  forms 
have  operated  effectively,  when  there  has  been  a  disposition  to  agree. 
Mr.  J.  E.  Williams  expressed  this  idea  perfectly  when  he  said,  "Any 
system  will  work  when  there  is  a  will  to  agree." 

Noel  Sargent. — Dr.  Barnett  sounded  the  text  for  my  remarks  in 
his  statement  of  the  reluctance  of  trade  unions  to  guide  their  policies 
by  purely  competitive,  economic  considerations.  This  fact  is  complete 
justification  of  the  arguments  made  by  opponents  of  the  closed  shop, 
which  system  if  it  should  prevail  on  a  national  scale  would  put  the 
present  uneconomic  policies  and  methods  of  the  trade  and  labor 
unions  in  control  of  industry  to  an  extremely  detrimental  extent. 

It  is  with  a  full  sense  of  the  so-called  elements  of  partisanship  that 
I   venture  to   speak  upon  this   controversial   topic,   since  it  is  by  no 
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means  the  only  labor  problem  which  exists.  The  splendid  paper  on 
the  growth  and  prospects  of  American  unionism  justifies  some  elabora- 
tion upon  the  remarks  as  to  the  greater  character  of  union  policies. 

It  will  be  well  here  to  enumerate  a  few  of  these  policies,  and  the 
methods  by  which  they  are  put  into  practice.  All  of  these,  and  many 
more,  have  been  clearly  revealed  by  investigations  in  New  York  City 
during  the  past  month  of  the  Lockwood  Committee,  authorized  by  the 
State  Senate. 

1.  Duplication  of  work  is  made  necessary  by  forcing  destruction 
of  casts,  etc.,  once  used. 

2.  The  use  of  improved  methods  is  opposed. 

3.  The  "permit"  system  under  which  independent  workers  must 
pay  weekly  to  the  union,  fees  larger  than  the  dues  paid  by  union 
members,  for  the  privilege  of  working.  In  New  York  City,  3000 
union  electricians  were  shown  to  control  the  labor  of  1 5,000  non-union 
electricians. 

4>.  Refusal  to  admit  new  members.  Several  New  York  unions 
have  no  more  members  than  ten  and  fifteen  years  ago,  despite  the 
expansion  of  building  operations. 

5.  The  apprenticeship  system  is  merely  another  method  of  re- 
stricting union  membership.  Reductions  in  the  number  of  skilled 
workers  do  more  than  create  artificial  monopolies  and  increase  costs. 
They  increase  the  number  of  unskilled  and  consequently  increase  the 
ranks  of  those  who  suffer  most  in  periods  of  unemployment. 

We  all  recognize,  in  theory  at  least,  the  harmful  effects  of  policies 
such  as  those  just  mentioned.  It  is  possible,  fortunately,  to  make 
some  investigations  of  the  practical  results  of  these  policies.  In 
speaking  of  these  policies,  I  should  mention  that  the  great  value  of 
proper  organization  is  fully  recognized  and  admitted. 

Let  us  examine  the  records  of  building  permits  for  the  first  nine 
months  of  1921  in  thirty  prominent  American  cities,  twenty-five  of 
them  being  among  the  fifty  largest  cities,  according  to  the  1920  census. 

In  fifteen  of  these  cities  building  is  on  an  open-shop  basis,^  in 
fifteen  it  is  on  a  closed-shop  basis."  A  city  is  placed  in  neither  group 
unless  its  building  is  at  least  75  per  cent  "open"  or  "closed."  In 
those  cities  in  which  building  is  on  a  "closed-shop"  basis  the  per- 
capita   value   of   building   permits    for   the    first   nine   months    of   the 

'The  open-shop  cities  are  Los  Anpreles,  Okhihoma  City,  St.  Paul,  Detroit, 
Minneapolis,  Atlanta,  Riehmond,  Milwaukee,  San  Antonio,  Seattle,  (Irand 
Rapids,  Duluth,  Nashville,  Akron,  Spokane.  The  combined  population  is 
4,250,412. 

^The  cities  in  whieli  buildinfr  is  on  a  closed-shop  basis  include  New  York, 
Cleveland,  Indianajiolis,  Newark,  Kansas  City  (Missouri),  Chieapo,  Cincinnati, 
Dayton,  Syracuse,  Louisville.  Pittsburfrh  and  McKeesport  (together).  New 
Orleans,  St.  Louis,  Seranton,  Rutte.  They  have  a  coinbiiu'd  ])oiiulation  of 
1:M().5,.'50L 
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present  year  was  $41/  in  the  "open-shop"  cities  the  figure  was  $48.'' 
In  other  words  those  uneconomic  policies  which  we  condemn  in  theory- 
are  shown  in  practice  to  decrease  the  amount  of  building  construction 
and  to  delay  the  ending  of  the  present  structural  shortage. 

Less  building  naturally  means  less  employment.  This  fact  is 
extremely  important  since  the  building  industry  is  one  of  the  key 
industries  of  the  country.  A  report  issued  by  the  Committee  on  Statis- 
tics and  Standards  of  the  United  States  Chamber  of  Commerce,  the 
committee  including  many  eminent  economists,  declared: 

"Construction  would  seem  to  be  the  barometer  of  our  industrial  life.  When 
depression  strikes  construction,  it  rocks  the  entire  industrial  structure  and 
'good  times'  undergo  a  process  of  metamorphosis  which  is  conducive  to  acute 
conditions.  But  when  the  tide  turns,  construction  is  the  first  to  be  carried 
with  the  rising  flood,  and  other  industries  follow  in  its  wake." 

The  emergency  program  for  the  immediate  relief  of  idle  workers 
promulgated  by  the  National  Conference  on  Unemployment,  Sept- 
ember 30,  also  declared  (section  11)  : 

"The  greatest  area  for  immediate  relief  of  unemployment  is  in  the  con- 
struction industry,  which  has  been  artificially  restricted  during  and  since  the 
war." 

The  building  industry,  therefore,  is  the  key  of  the  unemployment 
situation.  It  is  not  maintained  that  the  closed  shop  is  the  chief  cause 
of  unemployment,  or  that  the  universal  adoption  of  the  open  shop 
would  bring  universal  employment.  But  it  is  maintained  that  closed- 
shop  conditions  tend  to  greatly  increase  the  extent  of  unemployment. 
Much  as  I  favor  the  open  shop  it  is  perhaps  pertinent  to  sa}-  that  I 
do  not  favor  its  attempted  establishment  by  legislation. 

The  Department  of  Labor  presented  to  the  National  Conference 
on  Unemployment  figures  as  to  the  number  of  those  unemployed  in 
our  cities.^  Taking  the  cities  for  which  the  previous  comparison  was 
made  we  find  that  where  building,  the  key  industry,  is  on  an  "open- 
shop"  basis  3.4-  per  cent  of  the  population  was  unemployed;  where 
building  was  on  a  "closed-shop"  basis  7.4  per  cent  were  unemployed. 
That  is  to  say,  unemployment  was  117.6  per  cent  greater  where 
closed-shop  conditions  prevailed  in  the  building  industry. 

Dicta  do  not  succeed.  Until  sound  economic  principles  are  fullv 
recognized  by  both  capital  and  labor,  individually  and  in  groups,  our 
industrial  efficiency  will  remain  impaired. 

'The  inclusion  of  New  York,  with  an  average  of  $.55,  makes  the  closed-shop 
figure  much  higher  than  real  comparative  conditions  between  the  two  groups 
warrants,  as  New  York  has  over  a  third  of  the  group  population.  The  com- 
paratively high  New  York  figure  is  the  result  of  tax  exemption  ordinances, 
and  exists  despite  very  restrictive  practices  by  unions  and  builders. 

^For  eight  of  the  cities — Indianapolis,  St.  Louis,  Scranton,  Butte,  Duluth, 
Oklahoma  City,  Nashville,  and  San  Antonio — figures  for  only  eight  months 
were  available  and  the  ninth  month  was  considered  as  one-eighth  of  the  total 
of  the  other  months.  Building  in  McKeesport  was  estimated  as  being  at  the 
same  ratio  to  that  in  Pittsburgh  as  its  population  bears — 7.8  per  cent. 

'These  figures  appeared  in  the  New  York  Herald  of  October  5,  1921. 
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Professor  Hollander  in  his  presidental  address  pointed  out  the 
absolute  necessity  of  "abandonment  of  unsound  practices"  in  our 
economic  system,  and  the  responsibilities  resting  upon  American 
economists  to  take  the  lead  in  the  creation  and  maintenance  of  sound 
industrial  policies  and  methods.  Economists  must  point  out  clearly 
the  fallacy  of  and  harm  resulting  to  the  public,  to  industry,  and  to  the 
worker  from  dicta  such  as  we  have  mentioned.  They  must  do  this, 
if  they  are  to  best  represent  the  highest  meaning  of  their  science,  to  a 
greater  extent  and  in  a  more  forceful  manner  than  ever  before ;  this 
is  a  paramount  duty  in  the  interest  of  national  prosperity.  Professors 
Barnett  and  Hollander  deserve  hearty  congratulations  for  indicating 
a  new  line  of  duty  which  economists,  if  they  have  not  overlooked  it, 
may  possibly  have  neglected  to  develop. 

Having  been  so  fortunate  as  to  have  had  especial  advantages  for 
the  study  of  the  "open-shop"  discussion  of  the  past  two  years,  particu- 
larly in  certain  of  its  phases,  I  shall  now  mention  briefly  a  few  of  the 
features  of  the  "conspiracy,"  "campaign,"  "discussion,"  or  "move- 
ment," as  it  has  been  variously  called. 

1.  The  most  important  fact,  it  seems  to  me,  is  the  extent  to  which 
the  advocates  of  the  open  shop  have  addressed  their  chief  argument 
to  the  public.  They  maintain  that  the  chief  test  to  apply  to  any 
industrial  principle  is  whether  it  harms  or  benefits  the  general  public. 
The  closed-shop  protagonists,  on  tlie  other  hand,  have  almost  unani- 
mously refused  to  discuss  the  question  upon  that  basis,  preferring  to 
rely  upon  arguments  of  class  advantage,  with  particular  emphasis 
upon  alleged  benefits  to  the  minority  of  workers  who  are  members 
of  labor  organizations.  And  my  personal  opinion  is  that  these  organ- 
izations have  already  lost  much  more  than  the  10  per  cent  figures 
mentioned  by  Professor  Barnett.  With  the  present  type  of  leadership, 
and  with  the  prevailing  union  refusal  to  urge  individual  members  to 
increase  their  earnings  by  individual  merit,  a  further  decline  in  real 
membership  will  be  experienced,  particularly  as  to  the  percentage  of 
skilled  workers  organized.  But  to  return  from  our  digression.  This 
reluctance  and  refusal  to  argue  from  the  standpoint  of  public  welfare, 
coupled  with  a  general  knowledge  of  uneconomic  union  practices  dur- 
ing and  since  the  war,  and  actual  or  potential  strikes  which,  rightly 
or  wrongly,  the  public  believed  inimical  to  its  interests  have  caused 
public  opinion  actively  to  support  the  industrial  advocates  of  the  open 
shop.  These  advocates  recognize  that  nothing  can  permanently  bene- 
fit industry  wliich  harms  the  public;  they  believe  also  that  policies 
and  methods  which  impair  the  true  efficiency  of  industry  are  detri- 
mental to  the  public  welfare  and  that  these  detriments  should  be 
vigorously  set  forth  for  general  inspection. 

2.  Recognizing  that  public  welfare  is  superior  to  the  welfare  of 
either  employer  or  laborer  and  that  no  industrial  system  can  per- 
manently succeed  without  the  support  of  the  public,  the  open-shop 
advocates  have  particularly  endeavored  to  make  their  position  known 
to  the  chief  molders  of  public  opinion — the  educators  and  the  clergy. 
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Special  efforts  have  also  been  made  to  present  their  arguments  to 
high  school  and  college  debaters,  an  important  feature  in  the  forma- 
tion of  public  opinion,  when  we  consider,  for  instance,  that  in  Texas 
alone  last  year  over  1,000,000  people  heard  debates  on  the  open  shop. 

3.  While  we  all  have  a  general  knowledge  of  what  the  "open  shop" 
is,  it  may  be  well  here  to  know  the  employers'  definition.  The  Open 
Shop  Committee  of  the  National  dissociation  of  Manufacturers  is 
composed  of  prominent  American  business  men  and  defines  an  open 
shop  as  "one  in  which  there  is  no  discrimination  against  workers  on 
account  of  either  membership  or  non-membership  in  any  lawful  organ- 
ization operating  in  a  lawful  manner."  This  definition,  it  will  be 
noted,  does  not  oppose  discrimination  in  employment  which  is  not 
based  upon  mere  possession  or  non-possession  of  a  certificate  of  mem- 
bership in  a  private  society;  it  justifies  discrimination  against  organ- 
izations such  as  the  I.  W.  W.  and  the  United  Mine  Workers.  The 
most  repeated  public  claim  of  the  closed-shop  leaders  is  that  the  term 
"open  shop"  is  in  reality  only  a  camouflage  for  the  "non-union"  shop. 
Yet  a  nation-wide  survey  in  the  Philadelphia  Public  Ledger  of  July  3, 
1921,  gives  a  very  impressive  list  of  leading  American  firms  which 
actually  have  in  their  pay  rolls  both  union  and  non-union  men.  This 
investigation  made  by  the  Public  Ledger  is  of  extreme  importance, 
since  it  conclusively  demonstrates  the  falsity  of  the  claims  that  there 
is  no  such  thing  as  an  "open  shop"  and  that  unions  cannot  exist 
without  the  "closed  shop." 

■i.  The  open  shop  discussion  of  the  past  two  years  has  also  been 
marked  by  the  great  amount  of  newspaper  advertising  resorted  to  by 
local  employers'  associations  and  union  bodies. 

5.  The  opponents  of  the  closed  shop  have  not  confined  their 
opposition  by  any  means  to  the  activities  of  union  organizations.  The 
"exclusive  agreement"  is  the  ultimate  evil  of  the  closed  shop,  as  has 
been  amply  demonstrated  in  the  clothing  situation  in  New  York  City 
and  the  building  trade  conditions  in  New  York.  Chicago,  Cincinnati, 
and  elsewhere.  Under  such  agreements  all  competition  is  eliminated, 
the  unions,  through  their  leaders,  agreeing  to  work  only  for  members 
of  a  particular  employers'  combination,  to  which  employers  who  will 
not  accept  its  policies  are  refused  admission.  In  the  building  trades 
such  agreements  have  enormously  raised  construction  costs.  They 
are  possible  only  because  of  the  power  the  closed  shop  places  in  the 
union  leaders ;  but  the  employers'  groups  which  make  such  monopoly 
agreements  merit  condemnation. 

6.  There  has  been  no  attempt  by  open-shop  advocates  to  deny  that 
the  open  shop  benefits  the  employer  by  increasing  his  profits.  If 
investment  is  justified  so  are  profits,  and  unless  profits  are  made 
capital  will  be  withdrawn.  National  prosperity  needs  prosperous 
business. 

The  employers  consider  the  open-shop  problem  as  a  fundamental 
question  of  whether  the  determination  of  important  policies  of  in- 
dustrial management  shall  be  granted  to  organizations  whose   rules, 
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which  must  apply  where  closed-shop  agreements  are  signed,  are  made 
b}'  men  the  great  majority  of  whom  are  not  emjjloyed  in  the  establish- 
ments. Like  all  fundamental  questions,  however,  we  find  "hot  and 
cold"  periods  in  its  discussion,  periods  when  it  has  greater  or  less 
immediate  national  interest,  bearing  in  mind  that  there  are  always 
local  controversies. 

Our  first  major  period  in  this  century  occurred  from  1903  to  1905, 
when,  following  the  Anthracite  Coal  Strike  Award,  many  employers' 
associations  took  a  stand  for  the  open  shop.  The  American  Economic 
Association  in  1903  and  1905  devoted  special  sessions  to  the  subject. 

From  1912  to  1914  we  had  another  period  of  great  discussion.  The 
third  period  has  been  from  1919  to  the  present  time.  In  the  second 
of  these  periods  public  sentiment  seems  to  have  been  pretty  much 
divided;  in  the  first  and  present  periods  it  has  been  markedly  with 
the  advocates  of  the  open  shop. 

It  will  appear  that  in  order  to  prevent  any  reaction  of  public  senti- 
ment the  employers  must  do  three  things  and  do  them  consistently 
and  not  sporadically:  (1)  demonstrate  that  the  worker  fares  best 
under  the  open  shop;  (2)  let  the  public  know  the  facts  concerning 
industrial  conditions,  and  (3)  answer,  instead  of  neglecting,  the  oft- 
repeated  union  claims.  There  are  indications  that  employers  will  do 
this.  Mr.  Mason,  then  president  of  the  National  Association  of  Manu- 
facturers, and  the  Open  Shop  Committee  of  the  same  organization 
emphasized  in  the  spring  of  the  present  year  (1921)  the  importance 
of  selection  and  training  of  foremen  and  plant  executives,  of  giving 
information  to  employees  as  to  business  principles  and  methods,  and 
of  better  methods  of  industrial  employment  and  allocation.  During 
the  next  few  years  we  may  expect  to  see  ever  greater  attention  given 
to  such  questions  by  our  industrial  leaders. 


THE  RAILROAD  SITUATION 

By  Walkeb  D.  Hines 

Forinerly  Director  General  of  the  Railroads 

There  was  never  a  time  in  the  history  of  our  country  when 
the  railroad  situation  was  as  difficult  to  appraise  as  it  is  toda}'. 
Since  the  World  War,  few,  if  any,  lines  of  industry  have  returned 
to  a  normal  status,  and  throughout  the  world  I  believe  the  only 
great  industries  which  admit  of  reasonably  confident  treatment 
are  those  which  were  fortunate  enough  to  make  extraordinary 
profits  during  the  war  and  which  were  farsighted  and  prudent 
enough  to  conserve  their  profits  so  as  to  have  a  large  reserve  to 
carry  them  sucessfully  through  the  long  and  trying  period  of 
readjustment.  But  this  fortunate  class  does  not  embrace  the 
public  service  enterprises  of  the  world,  whose  profits  are  limited, 
and  which  are  unable  to  shut  down  their  plants  in  periods  of  dif- 
ficulty. Our  railroads  are  no  excej^tion  to  this  statement.  They 
had  no  opportunity  prior  to  federal  control  to  make  vast  profits 
out  of  the  war,  they  had  comparatively  small  reserves  at  the  be- 
ginning of  the  war,  and  they  had  no  chance  to  build  up  their 
reserves  to  any  large  extent  out  of  the  government  rental  accruing 
to  them  during  the  war. 

There  are  at  this  time,  two  special  difficulties  in  getting  a 
satisfactory  idea  as  to  the  present  or  prospective  situation  of  our 
railroads.  One  difficulty  grows  out  of  a  state  of  mind  and  the 
other  difficulty  grows  out  of  the  facts. 

The  state  of  mind  of  railroad  officers  and  of  the  public  in 
general  has  not  been  favorable  to  obtaining  a  well  proportioned 
and  accurate  estimate  of  the  railroad  situation.  In  order  to  win 
the  war  the  government  took  possession  of  the  railroads  and 
operated  them  as  a  unified  system  and  then  terminated  the  uni- 
fied operation  as  soon  as  a  scheme  of  legislation  for  their  further 
regulation  and  protection  could  be  adopted.  This  unified  gov- 
ernmental possession  and  control,  suddenly  entered  upon  to  meet 
a  paramount  emergency  and  provisionally  continued  only  long 
enough  to  secure  legislation,  constituted  a  fact  so  unprecedented 
and  so  striking  as  to  dominate  the  thought  on  the  railroad  problem 
and  displace  nearly  all  other  thoughts  on  the  subject.  Conse- 
quently undue  attention  has  been  given  to  exaggerated  and  poorly 
balanced  impressions  as  to  the  influence  of  federal  control,  when 
the  time  and  energy  could  have  been  more  profitably  spent  on  a 
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more  comprehensive  estimate  of  things  as  they  are,  giving  due 
regard  to  their  relative  importance.  Such  a  state  of  mind  was 
perhaps  inevitable,  but  in  any  event  it  is  a  fact  which  must  be 
considered  in  viewing  the  present  railroad  situation. 

A  single  illustration  will  emphasize  the  effect  of  this  state 
of  mind.  I  believe  the  thing  which  has  caused  more  discussion 
in  public  hearings  and  addresses  and  in  the  press  than  anything 
else  has  been  the  National  Agreement  Avhich  I  signed  with  the 
shop  crafts  on  September  20,  1919,  to  remain  in  effect  "during 
federal  operation."  One  of  the  most  costly  branches  of  railroad 
operation  is  the  maintenance  of  equipment.  Its  cost  was  $1,230,- 
000,000  in  1919  and  was  $345,000,000  more  or  $1,575,000,000 
in  1920.  I  believe  the  impression  has  been  created  that  a  very 
large  part  of  this  heavy  cost  and  particularly  nearly  all  of  the 
great  increase  in  1920  over  1919  is  due  to  the  National  Agree- 
ment, and  that  upon  the  Labor  Board's  correcting  the  undesirable 
features  of  that  Agreement  many  hundreds  of  millions  of  dol- 
lars will  be  saved  in  the  cost  of  maintenance  of  equipment. 

The  fact  is  that  practically  all  the  basic  rules  which  have  a 
proportionately  large  bearing  on  cost  and  which  were  incorpo- 
rated in  the  National  Agreement  were  not  initiated  at  that  time, 
but  represented  rules  or  practices  which  the  experienced  railroad 
men  in  the  Railroad  Administration  (adoj)ting  what  prior  to  the 
war  was  in  effect  on  numerous  railroads)  had  already  made  ap- 
plicable to  all  tile  railroads  in  1918.  Therefore,  in  the  respects 
involving  especially  large  amounts  of  operating  cost,  these  rules, 
contrary  to  the  popular  impression,  figure  in  the  operating  cost 
for  1919  and  do  not  account  for  the  increase  in  maintenance  of 
equipment  of  nearly  $350,000,000  in  1920.  Furthermore,  the 
features  of  these  rules  whicli  have  the  most  significance  in  dol- 
lars and  cents  have  been  approved  by  the  Labor  Board.  In  some 
respects  the  Labor  Board  has  ordered  changes  which  will  result 
in  substantial  savings,  but  far  short  of  wliat  the  public  has  been 
led  by  the  widespread  discussion  and  criticism  to  expect,  especially 
because  many  of  the  things  most  extensively  discussed  consist  of 
extreme  cases  which  represent  a  very  small  percentage  of  the 
operating  cost. 

I  shall  discuss  this  National  Agreement  at  greater  length  on 
another  occasion.  I  mention  it  here  simply  to  ilhistrate  the  state 
of  mind  which  is  so  attracted  by  misleading  and  fragmentary 
retrospection   concerning   federal    control    as   to   be  drawn  away 
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from  a  study  with  due  perspective  and  balance  of  the  great  ques- 
tion as  to  how  many  billion  dollars  it  is  going  to  cost  to  operate 
the  railroads  in  the  future. 

But  while  the  state  of  mind  has  not  been  favorable  to  an  analy- 
sis bringing  out  the  real  bearing  of  existing  conditions  upon  the 
prospective  cost  of  railroad  operations,  an  equally  great  difficulty 
confronts  us  on  account  of  the  facts  themselves,  since  they  in- 
volve so  many  fluctuations  as  almost  to  defy  intelligent  com- 
parison of  railroad  operations.  Prior  to  the  war  it  was  possible 
to  make  very  useful  comparison  of  results  month  by  month  with 
the  corresponding  month  of  the  preceding  years.  But  this  has 
become  largely  impracticable  at  present,  and  indeed  the  compari- 
son of  one  year  with  another  is  so  affected  by  sudden  and  funda- 
mental changes  largely  influencing  operating  costs  that  the  util- 
ity of  the  comparisons  is  seriously  impaired.  A  brief  m.ention  of 
some  of  these  abnormal  fluctuations  in  the  facts  will  emphasize 
this  point. 

In  1918  the  following  were  a  few  of  the  unprecedented  con- 
ditions tending  to  upset  general  comparison  with  preceding  years 
and  also  with  subsequent  years : 

1.  The  year  began  with  the  most  extraordinary  congestion  of 
railroad  traffic,  accumulated  in  the  preceding  year,  which  had 
ever  been  known  up  to  that  time. 

2.  During  the  first  three  months  the  country  had  the  severest 
winter  weather  it  had  ever  known. 

3.  In  May  there  was  a  general  increase  in  railroad  wages, 
retroactive  to  January  1,  estimated  to  involve  $360,000,000  per 
year,  and  the  basic  eight  hour  day  was  extended  to  all  employees 
not  theretofore  enjoying  it. 

4.  In  June  there  was  an  increase  of  about  28  per  cent  in 
freight  rates  and  an  increase  (averaging  about  18  per  cent)  to 
three  cents  per  mile  in  passenger  rates. 

5.  In  July  there  was  a  general  increase  in  wages  of  the  shop 
crafts  retroactive  to  January  1,  and  time  and  a  half  was  allowed 
after  eight  hours  and  for  all  work  on  Sundays  and  holidays.  These 
changes  involved  an  estimated  increase  of  about  $209,000,000  per 
year.  In  December  instruction  was  given  to  establish  the  hourly 
basis  instead  of  the  piecework  basis  whenever  a  substantial  ma- 
jority of  the  shop  employees  should  so  desire,  and  piecework  was 
accordingly  eliminated,  the  elimination  being  completed  in  most 
instances  on  or  before  February   1,   1919.      (In  estimating  the 
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effect  of  piecework,  it  is  important  to  remember  that  prior  to 
the  war  some  of  the  successful  railroads  had  little,  if  any,  piece- 
work in  their  shops  and  many  others  used  it  for  only  a  compara- 
tively small  part  of  their  shop  work.) 

6.  Effective  in  September,  there  was  a  general  readjustment 
of  wages  of  clerks  and  of  maintenance  of  way  employees  (pro  rata 
overtime  for  the  ninth  and  tenth  hours  and  time  and  a  half  after 
the  tenth  hour  being  allowed),  involving  an  estimated  increase  of 
about  $190,000,000  per  year. 

7.  The  Armistice  came  in  November  and  started  one  of  the 
most  acute  slumps  in  business  the  country  had  ever  known  up  to 
that  time. 

8.  In  December  there  was  a  general  readjustment  in  the  wages 
of  the  telegraphers  and  station  agents,  retroactive  to  October  1 
(time  and  a  half  being  allowed  after  eight  hours),  involving  an 
estimated  increase  of  about  $25,000,000  per  year. 

In  1919  the  following  were  some  of  the  principal  conditions 
rendering  comparisons  exceedingly  difficult: 

1.  The  slump  in  business  became  more  acute  and  lasted 
throughout  the  first  six  months  of  the  year,  reducing  revenues 
far  more  than  expenses  could  be  reduced. 

2.  In  March  there  was  a  readjustment  in  wages  of  train  and 
engine  men,  retroactive  to  January  1,  1919,  and  time  and  a  half 
after  eight  hours  was  allowed  to  train  and  engine  men  in  yard 
service.  These  changes  were  estimated  to  involve  about  $60,000,- 
000  per  year. 

3.  In  March  the  Senate  adjourned  without  passing  the  rail- 
road appropriation,  greatly  intensifying  the  operating  embarrass- 
ments growing  out  of  the  slump  in  business. 

4.  In  August  there  was  an  unauthorized  strike  of  shop  men 
and  enginehouse  men  in  many  parts  of  the  counti'y  seriously  inter- 
ferring  with  maintenance  and  also  with  the  handling  of  traffic, 
which  was  then  rapidly  increasing. 

5.  In  September  there  was  a  readjustment  of  wages  of  the 
shop  crafts  retroactive  to  May  1,  estimated  to  involve  about 
$50,000,000  per  year. 

6.  Beginning  November  1,  there  was  the  first  nationwide  bitu- 
minous coal  miners'  strike,  which  almost  paralyzed  business  for 
about  seven  weeks  and  dislocated  the  distribution  of  coal  cars  and 
upset  the  distribution  of  coal  and  the  prices  of  railroad  fuel  for 
several  inontlis. 
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7.  In  December  the  train  and  engine  men  were  allowed  time 
and  a  half  for  overtime  in  road  freight  service,  at  the  same  time 
numerous  arbitrary  allowances  in  their  favor  being  eliminated, 
the  net  cost  being  estimated  to  be  about  $38,000,000  per  year ; 
and  time  and  a  half  for  overtime  after  eight  hours  was  allowed 
for  clerks,  and  for  maintenance  of  way  employees,  the  cost  being 
estimated  to  be  about  $25,000,000  per  year. 

In  the  year  1920,  some  of  the  principal  conditions  disturbing 
the  reliability  of  comparisons  were  the  following: 

1.  The  months  of  January  and  February,  and  to  some  extent 
March,  were  characterized  by  exceedingly  severe  weather,  nearly 
as  bad  in  some  places  as  the  weather  two  years  before. 

2.  In  April,  one  month  after  the  resumption  of  private  con- 
trol, the  unauthorized  switchmen's  strike  began,  with  the  result 
that  there  was  produced  probably  the  most  acute  transportation 
crisis  that  ever  confronted  the  country.  The  crisis  was  so  acute 
that  the  railroads  had  to  call  on  the  Interstate  Commerce  Com- 
mission to  unify  again  their  transportation  operations  to  the 
extent  necessary  to  handle  the  traffic,  and  under  the  direction  and 
control  of  the  Commission  the  railroads  responded  to  the  crisis 
and  performed  a  most  effective  transportation  service,  but  at 
heavy  cost,  this  partly  accounting  for  the  increase  in  the  cost  of 
transportation  in  1920  as  compared  with  1919,  the  increase  being 
over  $700,000,000  or  nearly  33  per  cent. 

3.  Effective  May  1,  1920,  came  the  increase  in  wages,  which 
was  ordered  by  the  newly  created  Labor  Board  for  all  classes  of 
railroad  employees,  and  which  has  been  variously  estimated  at 
from  $618,000,000  to  $800,000,000  per  year. 

4.  Effective  September  1,  1920,  came  the  increases  of  25,  35, 
and  40  per  cent  in  freight  rates,  according  to  territory,  and 
of  20  per  cent  in  passenger  rates. 

5.  In  the  late  fall  of  1920  there  began  an  extraordinary 
slump  in  business,  even  more  pronounced  than  that  in  1919. 

Coming  to  1921,  we  find  the  following  among  the  principal 
conditions  making  comparisons  exceedingly  difficult : 

1.  The  continuance  of  the  slump  in  business  throughout  the 
year. 

2.  A  reduction  effective  July  1  in  wages  so  as  to  cut  off 
approximately  half  of  the  heavy  increase  in  wages  which  after  the 
return  to  private  control  was  made  by  the  Labor  Board,  effective 
May  1,  1920. 
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3.  We  had  what  is  probably  the  most  unprecedented  curtail- 
ment of  maintenance  which  the  railroads  of  the  country  have  ever 
seen.  It  does  not  seem  practicable  now  to  estimate  how  much 
maintenance  has  been  postponed  or  how  much  operating  expenses 
Avill  have  to  be  increased  in  the  future  in  order  to  make  up  for 
the  maintenance  which  the  railroad  companies  have  deferred  on 
account  of  the  slump  in  business.  Any  inference  from  the  reduction 
in  operating  cost  or  in  the  number  of  employees  or  in  the  number 
of  hours  of  work  paid  for  must  be  made  with  the  clear  realization 
that  much  of  the  reduction  has  been  due  simply  to  the  postpone- 
ment of  necessary  maintenance  work. 

In  view  of  such  kaleidoscopic  railroad  conditions  in  the  last 
four  years,  it  is  far  more  difficult  than  ever  to  form  an  idea  as  to 
the  railroad  situation.  The  factors  have  been  abnormal,  rapidly 
fluctuating,  and  almost  hopelessly  beclouding.  In  other  words, 
the  railroad  business  is  not  exempt  from  the  period  of  storm, 
stress,  and  uncertainty  which  afflicts  the  whole  world  as  a  result 
of  the  war  and  which  makes  it  so  difficult  to  see  the  way  ahead. 

The  statement  I  have  just  given  of  exceptional  conditions  in 
the  four  years  1918  to  1921  helps  to  explain  in  part,  but  of 
course  is  too  general  and  incomplete  to  explain  in  full,  the  extra- 
ordinary results  of  railroad  operations  which  I  am  going  to  give 
in  round  figures  for  Class  I  roads  for  those  four  years.  I  take 
the  figures  for  the  three  complete  years  1918,  1919,  and  1920 
from  Table  19  of  the  testimony  given  by  Mr.  L.  E.  Wettling  on 
behalf  of  the  Railroad  Executives  before  the  Senate  Committee 
on  Interstate  Commerce  in  June,  1921.  Mr.  Wettling  explained 
that  in  this  table  he  excluded  from  the  figures  of  1920  .$64,500- 
000  of  back  mail  pay  received  in  that  year  and  distributed  the 
same  to  the  preceding  years  to  which  it  pertained.  I  give  the 
results  in  round  sums: 

Operating  Revenues 

1918 $4,910,900,000 

1919 5,171,700,000 

1920 6,106,900,000 

Operating  Expenses 

1918 $3,982,000,000 

1919 4,399,700,000 

1920 5,768,700,000 
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Net  Operating  Income 

(After  deducting  taxes,  hire  of  equipment,  joint  facility 
rents,  etc.) 

1918 $    668,500,000 

1919 481,900,000 

1920  (Deficit)   2,500,000 

It  may  be  borne  in  mind  that  in  the  "test  period,"  i.  e.,  the 
three  years  ending  June  30,  1917,  the  net  operating  income  of  the 
Class  I  railroads  approximated  $900,000,000. 

I  take  the  figures  for  the  available  ten  months  of  1921  (end- 
ing with  October)  and  the  figures  for  the  corresponding  months 
of  the  year  1920  from  the  Interstate  Commerce  Comission's  Bul- 
letin for  October,  1921/ 

Operating  Revenues 

10  Months  of  1920 $5,082,800,000 

10        "       "    1921 4,672,600,000 

Operating   Expenses 

10  Months  of  1920 4,803,400,000 

10        "       "    1921 3,880,300,000 

Net  Operating  Income 

{After  deducting  taxes,  hire  of  equipment,  joint  facilities, 
rents,  etc.) 

10  Months  of  1920 6,000,000 

10        "       "    1921 496,800,000 

In  considering  this  10  months  period,  it  is  particularly  im- 
portant to  bear  in  mind  the  great  reduction  in  maintenance  ex- 
penses. The  totals  of  maintenance  of  way  and  structures  and 
of  equipment  of  these  10  months  periods  were  as  follows:" 

10  Months  1920 $2,182,219,000 

10  Months  1921 1,708,950,000 

Decrease  in  10  Months  of  1921 $    473,269,000 

In  view  of  such  results  during  the  last  four  years  and  of  the 

extraordinary   and   fluctuating   conditions    I   have   mentioned,   as 

'Mr.  Wettling's  Table  19  does  not  include  switching  and  terminal  companies. 
The  Interstate  Commerce  Commission's  figures  for  the  10  months  of  1920  and 
1921  include  16  switching  rmd  terminal  companies,  but  it  is  assumed  that 
difference  does  not  substantially  impair  the  usefulness  of  the  figures  in  this 
connection. 
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well  as  others  not  mentioned,  and  some  of  which  doubtless  have 
not  been  adequately  investigated,  the  effort  to  forecast  the  future 
on  the  basis  of  the  present  railroad  situation  is  almost  hopelessly 
bafflling. 

Of  course,  a  fundamental  condition  of  railroad  prosperity  is 
the  enjoyment  of  adequate  traffic,  and  we  know  that  business  has 
been  throughout  the  year  1921,  and  still  is,  substantially  below 
normal.  The  change  in  rates  September  1,  1920,  makes  it  exceed- 
ingly difficult  to  deduce  from  the  operating  revenues  the  change 
in  the  volume  of  business.  But  the  freight  loading  is  more  sug- 
gestive. Throughout  1921,  almost  without  exception,  the  freight 
loaded  per  week  has  been  at  least  from  100,000  to  150,000  car- 
loads less  than  in  the  corresponding  weeks  of  1920.  The  average 
decrease  has  been  perhaps  12  or  14  per  cent  for  the  year.  For 
two  weeks  in  October,  1921,  the  loading  approached  within 
50,000  carloads  of  last  year,  but  then  began  to  drop  and  has  kept 
about  100,000  carloads  per  week  below  the  rapidly  dropping 
traffic  of  last  year.  Indeed  in  recent  weeks  the  loading  has  been 
less  than  it  was  in  corresponding  weeks  of  1919  during  the  coal 
strike  or  in  1918  following  the  Armistice.  It  seems  a  reasonably 
safe  assumption  that  a  return  of  railroad  prosperity  cannot  be 
expected  until  there  shall  be  a  substantial  increase  in  the  volume 
of  traffic,  and  that  meantime  every  practicable  economy  is  im- 
perative. 

But  even  with  a  return  to  normal  traffic  the  greatest  concern 
must  continue  to  be  felt  as  to  the  operating  expenses,  and  this 
is  particularly  true  because  of  the  strong  pressure  which  will 
continue  to  be  manifested  for  the  reduction  of  rates. 

A  comprehensive  and  impartial  study  of  the  probable  cost 
of  operation  on  the  basis  of  the  factors  as  tliey  now  exist  would 
contribute  greatly  to  an  understanding  of  the  railroad  situation. 
I  hope  that  the  Interstate  Commerce  Connnission  will  have  occa- 
sion to  consider  the  practicabilit}^  and  advisability'  of  undertak- 
ing such  a  study  for  the  Class  I  Railroads  in  connection  with  the 
pending  general  rate  investigation.  Such  a  study  should,  of  course, 
allow  for  the  savings  estimated  to  result  from  the  modifications 
which  the  Labor  Board  is  making  in  the  rules  and  working  con- 

*0n  the  assum])tion  that  the  sum  of  $64,500,000  back  mail  pay  which  Mr. 
Wettling  eliminated  from  the  fifrurcs  of  1920  was  included  in  the  first  10 
months  of  1920,  it  would  follow  that  upon  the  elimination  of  that  sum  there 
would  be  shown  a  deficit  for  the  first  10  months  of  1920  of  approximately 
$58,500,000. 
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ditions,  and  should  also  allow  for  a  normal  and  proper  program 
for  maintenance,  both  of  way  and  structures  and  of  equipment. 
While  no  such  study  could  be  conclusive,  it  would  substantially 
clarify  the  present  state  of  knoAvledge  on  the  subject. 

I  believe  such  a  study  would  be  exceedingly  useful,  although 
its  effect  may  later  be  modified  by  the  results  of  the  current  ef- 
forts by  the  railroad  companies  to  secure  further  reductions  in 
wages.  Doubtless  these  efforts  will  eventually  go  to  the  Labor 
Board  for  decision.  But  even  if  the  Labor  Board  should  decide 
in  favor  of  substantial  wage  reductions,  I  do  not  believe  such  a 
decision  will  be  a  solution  of  the  great  problem  of  heavy  operat- 
ing cost,  because  I  have  no  doubt  that  wages  of  railroad  em- 
ployees, even  after  any  probable  reduction,  and  also  the  cost  of 
fuel  and  other  supplies  and  materials,  will  still  be  very  much 
above  the  prewar  level,  and  the  railroad  companies  and  the  public 
will  still  be  confronted  with  the  necessity  of  finding  new  ways  to 
reduce  the  cost  of  operation. 

In  considering  the  present  railroad  operating  cost,  it  is  im- 
portant to  remember  that  the  heavy  increase  in  labor  cost  is 
probably  particularly  burdensome  in  the  maintenance  work  and 
in  the  terminal  part  of  transportation  work,  and  it  seems  to  be 
these  very  branches  of  railroad  operating  cost  where  less  progress 
has  been  made  in  developing  labor  saving  methods,  and  where 
additional  basic  statistics  would  be  most  useful. 

Indeed  the  question  arises  whether  sufficient  attention  has  been 
paid  to  the  problems  of  securing  both  as  to  terminal  service 
and  as  to  maintenance  service  the  maximum  output  for  the  ex- 
penditure made.  Great  stress  has  been  placed  by  railroad  mana- 
gers and  by  the  public  on  the  increased  efficiency  obtained  from 
increasing  the  trainload.  It  is,  of  course,  true  that  an  increase  in 
the  trainload  tends  to  obtain  more  ton  miles  for  the  material 
and  labor  expended  directly  or  indirectly  in  the  hauling  of  the 
train.  But  a  mere  increase  in  the  trainload  does  not  secure  in 
return  for  the  material  and  labor  expended  in  terminal  and  main- 
tenance work  more  units  of  terminal  service  or  of  maintenance 
service.  I  believe  that  the  present  railroad  situation  demands, 
especially  in  view  of  the  substantial  increase  in  the  cost  of  labor, 
that  there  should  be  concentrated  upon  terminal  work  and  upon 
maintenance  work  an  amount  of  attention  corresponding  to  that 
which  has  been  concentrated  in  the  past  on  increasing  the  train- 
load,  both  in  ascertaining  and  analyzing  the  facts  as  to  existing 
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methods  and  results  and  in  devising  ways  and  means  to  secure 
improved  results.  If  we  assume  that  the  cost  of  transportation 
absorbs  about  50  per  cent  of  the  total  operating  cost,  probably 
two-fifths  thereof  should  be  attributed  to  the  terminal  cost  as  dis- 
tinguished from  the  road  cost,  and  if  so,  about  20  per  cent  of  the 
total  operating  expenses  should  be  regarded  as  representing 
terminal  expenses.  If  then  we  assume  that  the  maintenance  of 
equipment  and  maintenance  of  way  and  structures  together  absorb 
about  45  per  cent  of  the  total  operating  cost,  it  follows  (and  these 
percentages  are  purely  tentative  and  suggestive)  that  about  65 
per  cent  of  the  total  operating  cost  relates  to  terminal  and  main- 
tenance work  and  only  about  30  per  cent  relates  to  road  trans- 
portation. It  is  true  that  the  favorable  influence  of  improvement 
in  the  trainload  is  not  confined  to  the  30  per  cent  representing 
road  transportation  cost,  but  tends  also  to  diminish  the  cost  per 
ton  mile  of  the  terminal  and  maintenance  work  (unless — and  this 
is  a  point  which  may  be  overlooked  at  times — the  increase  in  the 
trainload  leads  to  an  offsetting  increase  in  the  terminal  of  main- 
tenance cost).  But  it  is  also  true  that  it  is  of  supreme  impor- 
tance that  new  methods  be  devised  to  the  end  that  the  necessary 
maintenance  and  terminal  work,  now  costing  approximately  65 
per  cent  of  the  total  operating  expenses,  shall  be  obtained  more 
economically. 

But  however  much  may  be  secured  through  operating  econo- 
mies of  the  sort  I  have  mentioned,  I  am  convinced  that  the  peo- 
ple of  this  country  will  insist  also  on  additional  economies  being 
secured  through  the  greater  unification  of  railroad  facilities.  I 
do  not  believe  the  public  is  going  to  be  willing  to  pay  the  price 
involved  in  maintaining  so  many  different  railroad  companies, 
so  many  different  terminal  organizations,  and  so  many  different 
ownerships  of  railroad  equipment.  The  public  is  going  to  realize 
by  degrees  tliat,  without  sacrificing  anything  of  real  value  in  a 
competitive  wa^',  it  can  save  an  important  part  of  the  heavy  cost 
of  railroad  operation  by  forcing  further  unifications. 

The  Transportation  Act  of  1920  provides  that  the  Interstate 
Commerce  Commission  shall  adopt  a  plan  for  voluntary  con- 
solidation of  the  railroads.  I  believe  this  is  a  useful  first  step, 
but  I  believe  that  eventually  there  will  probably  have  to  be  a 
compulsory  consolidation  into  a  few  large  systems.  Meanwhile 
I  believe  that  the  terminals  ought  to  be  more  fully  consolidated 
and   that   there  ought  to  be  speedily  developed   a  plan  for  the 
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common  ownership  of  freight  cars,  and  I  believe  that  methods  can 
and  should  be  found  for  overcoming  the  admitted  difficulties  in 
the  way. 

To  recapitulate  my  impressions  as  to  the  present  railroad 
situation,  the  difficulties  of  accurate  appraisal  are  far  greater  now 
than  ever  before  in  our  history,  but  it  is  safe  to  conclude  that, 
even  with  a  normal  traffic  ways  must  be  found  to  reduce  the  heavy 
operating  costs  so  as  to  reduce  rates  and  still  leave  the  railroads 
with  an  adequate  return  and  the  opportunity  to  build  up  adequate 
reserves.  The  new  operating  burdens  which  confront  the  rail- 
roads must  be  met  by  new  remedies,  and  I  believe  these  remedies 
will  be  partly  found  if  as  much  attention  and  planning  are  con- 
centrated upon  terminal  work  and  maintenance  work  as  have 
heretofore  been  concentrated  on  increasing  the  trainload.  I 
believe  further  that  a  highly  important  part  of  these  economies 
can  and  must  be  found  in  the  consolidation  of  terminals,  the  com- 
mon ownership  of  freight  cars,  and  eventually  in  the  consolida- 
tion of  the  railroads  themselves  into  a  very  small  number  of  large 
systems. 


THE  CORE  OF  THE  RAILROAD  PROBLEM 
By  Logan  G.  McPherson 
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It  was  President  Hollander's  desire  that  this  discussion  be 
specific  in  its  treatment  of  the  present  realities  of  the  railroad 
problem.  There  are  phases  of  the  railroad  problem  which  come 
and  go  so  rapidly  that  it  is  difficult  even  for  the  press  to  keep 
abreast  of  them.  In  recent  months  such  phases  have  been  the 
relinquishment  of  the  operation  of  the  railroads  by  the  govern- 
ment, the  governmental  guarantee  succeeding  the  relinquishment, 
the  funding  of  the  railroad  indebtedness,  the  proposal  that  the 
government  sell  securities  to  obtain  funds  for  transfer  to  the 
railroads,  the  car  shortage,  the  increase  in  wages,  the  increase  in 
rates,  the  reduction  in  rates,  the  reduction  in  wages  coincident 
with  the  threat  of  a  nation-wide  strike.  These  passing  phases  are 
as  the  waves  to  which  the  winds  and  the  currents  give  rise.  The 
winds  and  the  currents  are  the  realities  all  of  the  time  and 
therefore  the  realities  of  the  present  at  any  time  that  may  be 
present. 

Among  the  definitions  of  "reality"  in  the  Oxford  dictionary  is 
this:  "Real  existence, — that  which  underlies  and  is  the  truth  of 
appearance  or  phenomena — That  which  constitutes  the  actual 
thing  as  distinguished  from  what  is  merely  apparent  or  external." 

In  accordance  with  this  definition  the  underlying  reality  of 
the  railroad  problem  is  in  the  fact  that  the  ultimate  purpose  of 
the  railroads  is  to  serve,  protect,  and  promote  the  industry  and 
commerce  of  the  United  States,  and  thus  to  conduce  to  the  mate- 
rial welfare  of  the  people  of  the  United  States.  The  degree  in 
which  this  purpose  is  served  largely  depends  upon  the  adjustment 
between  the  current  of  the  receipts  and  the  current  of  the  expend- 
iture of  the  railroads  which  are  ever  played  upon  by  the  winds 
arising  from  the  varying  interrelations  between  the  supply  of 
and  demand  for  all  that  the  railroads  transport.  There  ought  to 
be  the  adjustment,  leading  in  the  greatest  attainable  degree  to  the 
continuous  fulfillment  of  this  ultimate  purpose,  between  that 
which  is  received  by  the  railroads  from  the  sale  of  transportation 
and  that  which  they  pay  for  its  provision.  This  includes  that 
adjustment  which  will  enable  the  necessarj^  extension  of  their  facil- 
ities to  meet  the  requirements  of  an  increasing  industry  and 
commerce.     And   there    ought    to   be   established    the    conditions 
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which  give  incentive  to  the  utmost  efficiency  in  the  utilization  of 
all  which  is  applied  in  providing  transportation.  That  is  the 
railroad  problem. 

The  predicament  in  which  the  railroads  have  been  for  many 
years  is  due  to  the  lack  of  such  adjustment,  and  to  the  fact  that 
their  efficiency  has  been  impaired  by  conditions  they  are  strug- 
gling to  overcome.  The  principal  causes  wliich  have  acted  during 
the  past  twenty  years  to  bring  about  this  predicament  are  found 
in  a  long  series  of  contentions,  which  in  the  main  were  settled  not 
in  recognition  of  the  principles  which  must  be  observed  if  the 
ultimate  purpose  of  the  railroads  is  to  be  upheld,  but  to  quiet 
popular  clamor  instigated  by  those  who  sought  to  promote  their 
own  interests  to  the  neglect  of  the  protection  of  the  railroads. 

An  extending  belief  that  the  railroads,  instead  of  being  ever- 
lastingly censured  and  harassed,  ought  to  be  placed  under  condi- 
tions which  will  enable  them  to  serve  their  purpose,  led  to  the 
enactment  of  the  Transportation  Act  of  1920.  This  act  recog- 
nizes the  necessity  for  the  railroads  to  have  a  net  operating 
income,  a  surplus  of  receipts  over  expenditures.  In  this  respect 
it  is  a  distinct  advance  over  previous  railroad  legislation.  It 
stipulates  that  the  annual  net  railway  operating  income,  as  nearly 
as  may  be,  shall  be  a  fair  return  upon  the  fair  value  of  the  rail- 
way property.  It  provides  that  for  the  two  years  beginning 
March  1,  1920,  such  fair  return  should  be  equal  to  five  and  one- 
half  per  centum  of  such  fair  value,  but  that  the  Interstate  Com- 
merce Commission  might  at  its  discretion  add  thereto  a  sum  not 
exceeding  one-half  of  one  per  centum  of  such  fair  value.  At  the 
expiration  of  the  two  years  the  Commission  is  authorized  to  deter- 
mine from  time  to  time  the  percentage  which  will  constitute  a  fair 
return.  It  evidently  is  the  intent  of  the  Transportation  Act 
that  the  service  of  the  railroads  is  to  be  provided  by  receipts  from 
the  sale  of  transportation,  not  in  any  degree  by  taxation. 

If  the  railroads  are  maintained  by  the  receipts  derived  from  the 
sale  of  transportation,  the  cost  of  providing  the  service  tends  to 
be  diffused  among  the  people  in  proportion  to  the  benefits  they 
derive,  the  cost  of  transportation  is  included  in  the  prices  paid 
for  all  which  they  use  and  consume.  If  the  railroads  are  main- 
tained by  taxation  the  cost  tends  to  be  diffused  in  disproportion. 
To  the  extent  that  deficits  are  paid  from  taxation  they  tend  to 
be  diffused  in  disproportion. 

During  these  two  years  the  net  railway  operating  income  has 
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not  equalled  the  specified  five  and  one-half  per  centum.  In  1920 
the  railroads  had  the  greatest  traffic  and  the  greatest  gross 
revenue  from  the  sale  of  transportation  in  their  history.  Their 
operating  expenses  were  also  the  greatest  in  their  history,  so 
high  that  their  net  operating  income  was  equivalent  to  only  one- 
tenth  of  one  per  cent  of  their  property  investment.  This  was 
notwithstanding  that  in  1920  the  railroads  produced  21  per  cent 
more  revenue  ton  miles  with  approximately  2  per  cent  increase  in 
freight  train  miles,  and  39  per  cent  more  passenger  miles  with 
fewer  train  miles  than  in  1916,  the  year  before  the  operation  of 
the  railroads  was  taken  over  by  the  government.  For  1916  the 
net  operating  income  was  equivalent  to  a  fraction  less  than  6  per 
cent  on  the  property  investment. 

These  two  years  have  been  a  period  of  readjustment  attended 
with  abnormal  conditions  which  the  nations  are  endeavoring  to 
remove  in  order  that  the  normal  processes  of  industry  and  com- 
merce may  be  restored.  The  two  years  expire  March  1,  1922. 
Then  under  the  Transportation  Act  it  will  be  the  duty  of  the 
Commission  to  determine  the  percentage  of  the  aggregate  value 
of  the  property  of  the  carriers  which  will  constitute  a  fair  return, 
and  so  to  adjust  rates  that  their  net  railway  operating  income 
shall  at  least  be  equal  to  such  percentage.  That  is,  on  the  first 
of  the  coming  March  the  Interstate  Commerce  Commission  is  to 
determine  what  shall  be  a  fair  reward  to  the  railroads  for  provid- 
ing the  service  of  transportation  and  to  adjust  railroad  rates  in 
order  that  they  may  receive  that  reward.  This  determination  of 
the  Commission  will  involve,  not  the  disposition  of  earnings  re- 
ceived but  an  estimate  of  the  future.  If  the  estimate  is  not 
verified  and  the  net  operating  income  falls  short  of  the  percentage, 
there  is  no  way  in  which  the  railroads  can  recuperate  the  loss. 
This  is  a  reality  of  the  transportation  problem  of  first  and  fore- 
most importance. 

The  Commission  is  directed  to  determine  the  fair  value  of  the 
property  of  a  carrier  and  of  the  carriers  under  the  provisions  of 
the  Valuation  Act  signed  by  the  President  March  1,  1913,  which 
is  incorporated  in  the  Interstate  Commerce  Law  as  Section  19-a. 
It  does  not  need  to  be  pointed  out  to  a  body  of  economists  that 
the  value  of  a  thing  is  not  what  it  costs  but  what  can  be  obtained 
for  it  at  the  time  of  sale;  that  the  value  of  that  utilized  by  an 
organization  engaged  in  production  is  not  determined  by  its  cost 
but  by  the  return  derived  from  the  sale  of  utilities  produced  by 
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means  of  the  utilization.  Value  is  the  price  obtained  at  time  of 
sale  or  the  price  which  could  be  obtained  in  case  of  sale.  Prices 
in  the  normal  course  of  industry  and  commerce  are  determined  by 
interrelations  between  supply  and  demand.  The  value  of  a  busi- 
ness organization  to  its  customers  is  determined  by  the  things  and 
services  they  buy  from  it,  that  is,  by  its  serviceability  to  them, 
and  this  is  indicated  by  the  prices  they  pay.  Its  value  to  its  em- 
ployees is  determined  by  what  they  receive  for  what  they  sell  to  it, 
that  is,  by  the  wages,  the  prices  paid  to  them  for  the  effort  they 
exert  in  its  behalf.  Its  value  to  those  from  whom  it  buys  ma- 
terials and  supplies  is  determined  by  what  they  receive  for  what 
they  sell,  that  is,  by  the  prices  paid  for  them.  Its  value  to  its 
bondholders  depends  upon  what  they  receive  for  what  they  sell, 
that  is,  upon  the  interest,  the  price  paid  for  the  use  of  capital 
pro\'ided  by  them.  Its  value  to  its  stockholders  depends  upon 
what  they  receive  for  the  proprietary  investment  made  by  them. 
This  is  profit  in  the  form  of  net  income  whether  paid  to  them  in 
dividends  or  retained  as  surplus.  The  degree  of  value  to  the 
stockholder  depends  upon  the  degree  in  which  the  total  expenses 
of  production  are  kept  below  the  total  receipts  from  the  sale  of 
that  produced. 

To  determine  the  valuation  of  a  railroad  company  is  not  to 
arrive  at  the  cost  of  its  ph^'sical  assets  or  the  price  at  which  those 
physical  assets  could  be  replaced.  The  cost  of  such  assets  may 
have  been  greater  or  less  at  one  time  than  at  another ;  it  may  cost 
more  or  less  to  replace  them  at  one  time  than  at  another.  A 
railroad  company  is  seldom  sold  and  bought  in  its  entirety,  but 
its  value  is  reflected  in  the  value  of  its  stocks  and  bonds ;  that  is, 
in  the  prices  they  will  bring  at  the  time  of  sale.  This  valuation 
in  actual  practice  is  the  result  of  the  judgment  of  all  effective 
buyers  and  sellers  as  to  the  benefits  they  believe  may  be  derived 
from  selling  them  or  buying  them.  These  prices  are  indicated 
by  the  market  quotations  which  vary  from  time  to  time,  even 
from  day  to  day,  as  these  judgments  vary.  These  various  judg- 
ments of  buyers  and  sellers  are  determined  mainly  bv  the  net 
earnings  of  a  corporation  and  by  the  estimates  of  the  probability 
of  their  continuance,  of  their  increase  or  decrease.  Therefore,  as 
value  is  determined  by  what  is  received  or  what  can  be  received  and 
not  by  what  has  been  paid,  the  sense  in  which  the  terms  "value" 
and  "valuation"  are  used  in  the  Valuation  Act  and  in  all  of  the 
discussion  and  procedure  to  which  that  Act  has  given  rise,  is  in 
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the  sense  of  placing  the  cart  before  the  horse.  After  much  dis- 
cussion and  experiment  the  procedure  under  the  Valuation  Act  was 
devoted  virtually  entirely  to  the  endeavor  to  ascertain  the  cost  of 
reproduction  new,  or  the  cost  of  reproduction  less  depreciation, 
of  the  property,  that  is,  of  the  physical  assets  of  a  carrier.  The 
Commission  has  allowed  an  addition  of  seven  and  one-half  per 
centum  to  this  cost  for  appreciation  due  to  the  coordination  of 
the  physical  assets  and  the  serviceability  of  a  railroad  company 
as  a  going  concern.  The  total  thus  ascertained  has  been  des- 
ignated the  value  of  a  railroad  company. 

As  the  physical  assets  of  a  railroad  company  are  indispensable 
to  the  performance  of  its  service,  it  follows  as  a  matter  of  course 
that  those  who  provide  the  capital  necessary  to  their  acquirement 
must  receive  adequate  reward  for  the  utilization  of  that  capital ; 
and  it  follows  that  the  railroads  must  offer  adequate  reward  for 
the  additional  capital  requisite  to  the  extension  of  their  facilities 
for  the  increased  provision  of  transportation.  For  the  latter 
purpose  the  Transportation  Act  authorizes  the  Commission  in  its 
discretion  to  allow  a  carrier  a  sum  not  exceeding  one-half  of  one 
per  centum  of  the  fair  value  of  its  property  in  addition  to  the 
fair  return  accorded  as  the  reward  for  the  use  of  the  property. 

The  percentage  to  be  allowed  as  a  reward  for  the  use  of  capital 
and  as  provision  for  the  extension  of  facilities  constitutes  the  net 
railway  operating  income  of  a  railroad  company.  This  is  the 
proportion  of  the  receipts  derived  from  the  sale  of  transportation 
which  remains  after  the  current  expenses,  the  running  expenses 
for  providing  transportation,  have  been  met.  These  running  ex- 
penses include  wages  and  salaries  and  the  cost  of  materials  and 
supplies.  Those  who  pay  for  the  service  of  transportation  must 
pay  a  total  constitvitcd  of  expenses  incurred  for  wages  and  sala- 
ries, for  materials  and  supplies,  for  repairs  to  and  renewal  of 
physical  assets,  and  sufficient  in  addition  to  yield  the  specified 
net  railway  operating  income. 

Although  it  presumably  is  the  intent  of  the  Transportation 
Act  that  the  railroads  shall  to  the  utmost  attainable  degree  serve, 
protect,  and  promote  the  commerce  of  the  United  States,  and  there 
are  certain  provisions  which  evidently  are  intended  to  have  that 
effect,  nowhere  in  the  Transportation  Act  nor  in  the  Interstate 
Commerce  Law  as  a  whole  is  that  purpose  specifically  stated. 
Reference  to  railroad  rates  is  made  in  such  terms  as  fair,  just, 
and   reasonable ;   and   it   is  held   that   there  ought  to  be  honest, 
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efficient,  and  economical  management.  Nowhere  is  there  a  cri- 
terion of  the  fairness,  justness,  and  reasonableness  of  a  rate  nor 
of  efficiency  and  economy  of  management. 

For  many  years  it  was  the  tendency  of  legislatures  and  com- 
missions to  compel  the  railroads  to  charge  rates  which  would 
allow  the  greatest  number  of  competing  producers  and  shippers 
to  compete.  This  tended  to  subvert  the  justification  for  competi- 
tion itself,  and  to  reduce  that  which  the  railroads  received  in 
relation  to  the  service  performed.  When  railroad  rates  are  so 
adjusted  that  the  less  efficient  producers  of  utilities  of  any  kind 
are  enabled  to  continue  to  supply  part  of  the  demand  which  other- 
wise would  be  supplied  at  prices  as  low  by  more  efficient  producers, 
there  is  utilized  in  their  production  the  effort  of  a  greater  number 
of  persons  than  is  necessary  and  of  a  greater  proportion  of  capi- 
tal than  is  requisite.  The  burden  falls  in  large  measure  upon  the 
railroads.  They  are  compelled  to  do  more  work  than  they  ought 
to  do.  This  means  an  unnecessary  employment  of  capital  and 
of  effort  by  the  railroads,  and  they  receive  less  than  they  ought 
to  receive  for  the  work  they  do.  This  has  conspicuously  been 
the  case  in  the  bituminous  coal  industry,  which  provides  a  large 
proportion  of  the  traffic  of  the  railroads.  It  has  been  easy  to 
open  a  bituminous  coal  mine  in  this  country.  New  operators 
have  demanded  an  allottment  of  the  cars  supplied  by  the  railroad 
companies.  Railroad  commissions  have  compelled  compliance  with 
their  requests  notwithstanding  that  existing  mines  were  more  than 
adequate  to  supply  the  demand.  The  result  has  been  loss,  waste, 
lack  of  continuous  employment,  and  continual  disturbance  in  the 
industry.  It  is  authoritatively  and  conservatively  estimated  that 
the  mechanical  capacity  of  the  bituminous  coal  mines  in  this 
country  is  at  least  75  per  cent  greater  than  requisite  to  supply 
the  demand,  that  the  working  capacity  including  the  effort  of  the 
miners  and  other  employees  is  at  least  50  per  cent  greater  than 
requisite  to  supply  the  demand. 

For  many  years  it  was  the  tendency  of  legislatures,  commis- 
sions, and  boards  to  compel  the  railroads  to  increase  the  wages  of 
their  employees  and  to  increase  the  number  of  their  employees 
beyond  that  requisite  for  the  efficient  performance  of  the  service. 
This  tended  to  increase  the  costs  of  performing  the  service  in 
relation  to  the  service  performed.  Ground  between  the  upper 
and  the  nether  millstones,  the  revenue  of  the  railroads  became  in- 
adequate.    The  difficulty  was  enhanced  under  the  governmental 
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conti-ol  of  the  railroads  during  the  war.  Wages  were  advanced 
time  and  again,  the  working  conditions  of  employees  were  made 
easier  and  the  number  of  employees  was  multiplied.  Commen- 
surate advances  were  not  made  in  rates,  the  governmental  author- 
ities preferring  to  pa^'  the  deficits  from  taxation. 

The  Transportation  Act  without  specifying  a  definite  criterion 
for  expenses  endeavors  to  provide  adequate  revenue  for  the  rail- 
roads through  that  adjustment  of  rates  which  will  enable  them  to 
pay  their  running  expenses  and  to  obtain  a  specified  net  railway 
operating  income.  That  this  is  putting  the  cart  before  the  horse 
is  demonstrated  by  the  effect  of  the  increased  rates  accorded 
after  the  Transportation  Act  was  enacted.  Not  only  did  the 
increased  rates  not  yield  to  the  railroads  the  specified  net  rail- 
way operating  income,  but  their  tendency  was  to  retard  instead 
of  to  promote  the  industry  and  commerce  of  the  country. 

It  happened  that  just  as  the  preparation  of  this  paper  reached 
this  point  the  Interstate  Commerce  Commission,  in  an  order  mak- 
ing a  radical  reduction  in  the  rates  on  hay  and  grain,  declared 
in  effect  that  railroad  rates  should  be  so  adjusted  as  best  to  serve 
industry  and  commerce,  and  that  it  was  the  duty  of  the  railroads 
from  the  receipts  derived  from  the  sale  of  transportation  at  such 
rates  to  provide  their  service  and  to  provide  the  facilities  for 
increasing  their  service.  This  is  putting  the  horse  before  the 
cart  where  it  belongs.  The  first  and  foremost  reality  of  the 
transportation  problem  is  the  need  to  keep  the  horse  and  cart 
moving  under  the  conditions  which  best  serve  the  industry  and 
commerce  of  the  United  States  and  therefore  best  serve  the  ma- 
terial welfare  of  the  people  of  the  United  States.  When  the 
horse  and  cart  arc  thus  kept  moving  the  railroads  will  have 
emerged  from  tlicir  predicament,  the  transportation  problem  will 
have  been  solved. 

To  this  end  there  must  be  the  application  of  certain  elementary 
])rinciples  of  economics.  It  might  seem  superflous  or  worse  to 
indulge  in  the  expression  of  such  principles  before  a  body  of  pro- 
fessional economists  were  it  not  that  their  application  has  been 
woefully  neglected  and  that  the  principles  themselves  are  not 
generally  understood.  Moreover,  when  important  conclusions  are 
drawn  the  premises  ought  to  be  clearly  stated.  Economic  theory 
ought  to  embody  economic  principles  of  practical  application; 
otherwise  it  is  useless.  The  justification  of  the  economist  is  in  the 
ascertainment  and  elucidation  of  such  ])rinciples.      Through  long 
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practical  experience  there  was  painfully  borne  in  upon  me  in  all 
of  the  disputes  concerning  the  railroads  not  only  the  absence  of 
recognition  of  underlying  principles,  but  the  absence  of  such  prin- 
ciples themselves. 

The  following  fundamental  propositions  are  advanced  as  tru- 
isms. They  are  advanced  in  the  hope  that  they  are  given  that 
coordinated  and  synthetized  expression  which  adapts  them  for 
practical  application  in  the  economic  activity  which  is  interwoven 
throughout  all  production,  buying,  and  selling. 

The  processes  of  producing  the  utilities  which  individuals  use 
and  consume,  the  utilities  in  the  forms  of  matter  requisite  to  the 
maintenance  of  human  existence,  to  the  manifestation  of  human 
activity  in  whatever  field,  are  effected  at  this  time  in  the  main 
by  organizations  of  employer  and  employees.  They  apply  pro- 
ductive force  in  unending  ramification  in  the  successive  processes 
of  producing  substance,  of  transforming  it  into  the  utilities  we 
use  and  consume,  and  into  the  instruments  of  production  utilized 
in  that  transformation.  Throughout  all  of  the  stages  and  pro- 
cesses in  which  there  is  the  ramification  of  productive  force  there 
is  the  ramification  of  the  service  of  the  railroads  due  to  the 
productive  force  applied  by  them.  The  charges  paid  for  the 
service  of  transportation  enter  into  the  costs  of  production  at 
every  stage  and  process  from  which  emerge  the  final  utilities  which 
all  persons  use  and  consume.  The  final  buyers  of  final  utilities 
for  the  use  and  consumption  of  the  entire  population  thus  pay 
for  all  of  the  costs  of  their  production,  including  the  costs  of 
transportation.  The  service  of  the  railroads  is  of  a  piece  with 
the  service  of  all  industry  and  commerce. 

In  all  of  the  stages  and  processes  of  production  are  utilized 
land,  instruments  of  production,  and  human  effort.  The  utiliza- 
tion of  these  factors  constitutes  the  application  of  })roductive 
force.  There  cannot  be  more  of  utilities  used  and  consumed  by 
the  entire  population  than  emerge  from  the  processes  of  pro- 
duction. The  greater  the  volume  of  utilities  of  any  kind  and 
quality  produced  in  relation  to  the  ])roductive  force  applied,  the 
greater  the  number  of  persons  whose  wants  for  utilities  of  that 
kind  can  be  met.  The  greater  the  volume  of  utilities  of  any 
kind  produced  in  relation  to  the  productive  force  applied,  the 
more  there  will  be  of  productive  force  available  for  the  production 
of  utilities  of  other  kinds.  Therefore,  the  greater  the  volumes 
m  which  utilities  of  the  various  kinds  are  produced  in  due  relation 
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to  the  demand,  and  in  relation  to  the  productive  force  applied, 
the  greater  will  be  the  volumes  and  the  varieties  of  utilities  to 
meet  the  wants  of  the  entire  population. 

The  lower  the  cost  at  which  utilities  are  produced,  the  lower 
the  prices  at  which  they  can  be  sold.  The  fewer  the  dollars  ex- 
pended in  production,  the  greater  the  measures  of  utilities  that 
dollars  will  buy.  As  the  volumes  and  varieties  of  utilities  pro- 
duced increase  in  relation  to  the  entire  population,  they  increase 
in  relation  to  the  number  of  those  applying  effort  in  their  pro- 
duction. Competition  between  employers  for  the  sale  of  the 
larger  volumes  of  utilities  produced  compels  them  to  sell  at  prices 
that  extend  their  sales.  As  production  thus  increases  and  ex- 
tends, competition  between  employers  for  the  effort  requisite  to 
continued  production  compels  the  payment  of  wages  which  enable 
employees  to  extend  their  purchases.  The  fewer  the  dollars  ex- 
pended in  production  and  the  greater  the  volumes  and  varieties  of 
utilities  produced,  the  greater  the  measures  of  utilities  that  can 
be  bought  with  the  dollars  all  persons  receive. 

If  more  is  paid  for  any  factor  utilized  in  production  than  the 
price  at  which  that  factor  could  be  obtained  under  conditions 
which  promote  its  wholesome  preservation  and  efficient  utilization, 
the  costs  of  production  have  been  unduly  increased.  Moreover, 
if  higher  wages  are  paid  to  employees  engaged  in  any  process  of 
production,  buying  and  selling,  including  the  provision  of  trans- 
portation, than  those  at  which  employees  of  equal  serviceability 
could  be  secured,  the  latter  will  be  deprived  of  the  opportunity 
for  which  they  are  capable,  and  may  be  obliged  to  take  other 
employment  at  still  lower  wages.  If  the  prices  of  utilities  of 
various  kinds  are  unduly  increased  by  the  payment  of  such  unduly 
high  wages,  all  of  those  who  buy  such  utilities,  including  the  em- 
ployees engaged  in  their  production,  will  have  to  pay  higher 
prices  for  them.  Unduly  high  costs  of  production  may  mean 
that  unduly  high  prices  will  have  to  be  paid  or  that  the  profit 
of  producers  will  be  unduly  diminished,  or  both. 

It  is  the  attainment  of  profit  which  enables  the  acquisition  of  in- 
creasing areas  of  land,  the  provision  of  instruments  of  production 
increasing  in  number  and  capacity  by  means  of  which  production 
of  all  kinds  is  in  vastly  greater  volume  than  otherwise  would  be 
possible,  the  production  of  increasing  volumes  of  substance,  its 
transformation  into  increasing  volumes  of  utilities,  and  the  pay- 
ment of  wages  and  salaries  to  an  increasing  number  of  employees. 
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Thus  it  is  by  means  of  profit  that  the  increasing  wants  of  an  in- 
creasing population  are  met,  and  wages  are  paid  to  the  increasing 
number  who  must  apply  their  efforts  in  the  increasing  production. 
Moreover,  it  is  the  attainment  of  profit  from  the  sale  of  utilities 
produced  which  enables  the  production  of  utilities  of  other  kinds 
which  have  not  previously  been  produced,  which  enables  an  in- 
crease not  only  in  the  volumes  but  also  in  the  varieties  of  utilities. 

The  principles  that  the  volumes  in  which  utilities  are  produced 
should  be  in  due  proportion  and  in  due  relation,  that  in  such 
proportion  and  relation  they  should  be  produced  in  the  greatest 
practicable  volumes  in  relation  to  the  force  applied  under  the 
conditions  which  promote  the  wholesome  preservation  of  every 
factor  constituting  that  productive  force,  that  with  due  regard 
to  these  conditions  no  higher  price  be  paid  for  any  factor  utilized 
than  the  price  at  which  that  factor  could  be  obtained  under  fair 
competition,  and  that  there  be  increasing  production  to  meet  in- 
creasing wants,  are  applicable  toward  the  solution  of  virtually 
every  problem  that  besets  industry  and  commerce  today.  Their 
application  with  exactitude  may  be  exceedingly  difficult,  but  their 
universal  recognition  would  tend  toward  their  application  in  the 
fullest  attainable  degree.  They  are  applicable  in  the  working  of 
the  railroads  and  in  the  inter-working  of  the  railroads  with  all 
of  the  stages  and  processes  of  production,  buying,  and  selling. 
That  is,  there  must  not  only  be  the  relation  between  that  which  is 
paid  to  the  railroads  and  that  which  is  paid  b}'  the  railroads 
which  will  conduce  to  the  observance  of  these  principles,  but  there 
also  must  be  the  relation  between  the  receipts  and  expenditures  of 
the  railroads  and  the  receipts  and  expenditures  of  all  other 
business  organizations  which  will  so  conduce.  The  degree  in 
which  the  administration  and  management  of  a  railroad  conduces 
to  this  observance  is  the  criterion  of  economy  and  efficiency  in 
operation.  The  degree  in  which  a  railroad  rate  conduces  to  this 
observance  is  the  criterion  of  the  justness,  fairness,  and  reason- 
ableness of  a  railroad  rate. 

One  fact  is  of  preeminent  importance.  It  is  not  alone  the 
physical  assets  which  conduce  to  the  serviceability  of  a  railroad 
company.  Of  equal  if  not  greater  importance  is  the  efficiency 
with  which  these  assets  are  utilized.  For  example,  if  the  move- 
ment of  cars  and  locomotives  in  the  conveyance  of  freight  be 
doubled,  double  the  volume  of  transportation  is  provided  with  the 
same  volume  of  physical  assets.      If  the  reward  of  the  railroads 
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be  restricted  to  a  specified  percentage  of  the  so-called  value  of 
the  physical  assets,  there  will  be  the  temptation  to  invest  addi- 
tional capital  in  the  augmentation  of  physical  assets  instead  of 
the  incentive  to  make  the  most  elTicient  utilization  of  the  physical 
assets  in  which  capital  has  been  invested. 

The  overwhelming  importance  of  the  transportation  service  to 
all  of  the  people  of  the  United  States  is  alone  sufficient  justifica- 
tion for  its  regulation  by  the  government.  Regulation  in  one 
sense  means  to  preserve  order ;  in  another  sense  it  means  to 
manage.  The  government  of  this  country  has  come  more  and 
more  to  take  a  greater  share  in  the  administration  and  manage- 
ment of  the  railroads  instead  of  confining  its  regulation  to  bring- 
ing to  light,  punishing,  and  preventing  the  repetition  of  evils  and 
abuses  in  their  administration.  It  has  appointed  board  after 
board,  commission  after  commission,  according  them  authority 
which  has  impaired  the  authority  of  those  charged  with  the  admin- 
istration of  the  railroads  for  the  results  of  whose  operations  they 
are  responsible.  The  railroad  legislation  of  this  country  has 
compelled  the  railroads  to  do  many  things  which  they  ought  to 
have  done  themselves,  and  it  has  enabled  them  to  do  many  things 
which  they  struggled  in  vain  against  popular  antagonism  in  order 
to  do  themselves.  At  the  same  time  it  has  advanced  in  that 
bureaucratic  control  which  impairs  efficiency  and  retards  prog- 
ress. 

The  Transportation  Act  has  been  designated  as  a  bill  providing 
for  the  return  of  the  railroads  to  private  ownership.  In  truth,  it 
subjects  the  railroads  to  a  greater  degree  of  governmental  control 
than  ever  before.  The  Interstate  Commerce  Commission  is  vested 
with  virtually  absolute  power  to  fix  the  rates  upon  which  the 
earnings  of  the  railroads  depend ;  a  railroad  labor  board  has  been 
given  a  high  degree  of  authority  in  the  adjustment  of  wages, 
which  arc  the  principal  item  in  the  expenses  of  the  railroads.  The 
Commission  has  been  given  authority  over  the  issue  of  securities 
and  the  return  that  shall  be  received  upon  capital  invested  in 
those  securities.  It  has  been  given  authority  over  the  extension 
and  construction  of  new  lines.  It  obliges  railroads  which  have 
earned  more  than  a  stipulated  return  to  pay  a  portion  of  the 
surplus  to  the  government  from  which  the  Commission  may  make 
loans  to  other  railroads,  and  thus  to  an  extent  the  Commission 
becomes  a  banker  for  the  railroads.     All  of  this  authority  has 
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been  vested  in  a  body  of  eleven  men  with  headquarters  in  Wash- 
ington. 

There  have  been  many  evils  and  abuses  in  railroad  administra- 
tion and  management,  but  when  those  charged  with  their  admin- 
istration and  their  management  had  initiative  and  incentive  the 
railroads  of  the  United  States  admittedly  were  the  best  and  their 
rates  the  lowest  of  those  of  any  nation,  and  the  traffic  increased 
by  leaps  and  bounds.  There  have  been  seeming  evils  and  abuses 
that  were  no  more  than  the  growing  pains  of  progress.  Govern- 
mental administration  of  business  activity  nearly  always  tends  to 
the  level  of  mediocrity  or  worse.  In  that  the  Transportation  Act 
brings  more  of  government  into  the  business  of  the  railroads,  it 
contravenes  the  slogan  of  the  present  national  administration  that 
there  should  be  more  of  business  in  government  and  less  of  govern- 
ment in  business. 

The  railroads  are  under  obligation  so  to  perform  the  service 
of  transportation  that  it  will  conduce  in  the  greatest  degree  to 
the  general  welfare.  It  follows  that  the  people  are  under  obliga- 
tion to  promote  the  conditions  under  which  that  service  may 
be  so  performed.  Such  expressions  as  "The  railroads  and  the 
people"  and  "The  railroads  and  the  public"  ought  to  be  taboo. 
The  railroads  are  "of  the  people,  by  the  people,  for  the  people." 


THE  RAILROADS— DISCUSSION 

A.  M.  Sakolski. — It  is  almost  as  difficult  for  me  to  discuss  the 
papers  of  Mr.  Hines  and  Mr.  McPherson  as  it  is  to  appraise  the 
present  railroad  situation.  Mr.  Hines's  excellent  review  of  railroad 
history  during  the  four  years  and  his  concise  statement  of  proposed 
remedies  are  so  clearly  drawn  that  they  leave  room  for  little  argument. 
It  happens  that  the  principal  remedies  proposed  by  Mr.  Hines — 
namely,  the  improvement  of  maintenance  service  and  greater  coopera- 
tion in  the  use  of  railroad  facilities — have  already  been  pointed  out 
by  me  on  a  previous  occasion.  It  seems  obvious,  as  Mr.  Hines  makes 
plain,  that  further  railroad  economies  cannot  be  effectively  derived 
from  additional  wage  reductions.  Labor  should  not  be  made  to 
bear  the  brunt  of  economies,  since  further  wage  reductions  are  likely 
to  intensify  the  present  unfriendly  attitude  of  railroad  workers  toward 
their  emploj^ers ;  this  will  lead  to  inefficiency.  Almost  all  classes  of 
railroad  labor  have  a  dual  allegiance,  that  is,  their  allegiance  to  the 
union  and  their  allegiance  to  the  employing  company.  The  tendency 
in  recent  years  has  been  to  intensify  union  loyalty  at  the  expense  of 
the  company  loyalty. 

Though  it  seems  to  be  poor  policy  for  the  railroads  to  enforce 
further  wage  reductions,  it  is  highly  imperative  that  the  obnoxious 
union  restrictions  on  efficiency  and  economy  in  operations  be  abolish- 
ed. This  would  do  away  with  many  of  the  so-called  shop  rules,  labor 
classifications,  and  other  petty  annoyances  created  and  enforced  dur- 
ing the  period  of  union  domination  of  railroad  labor.  The  Labor 
Board  will  have  its  hands  full  for  many  months  in  handling  contro- 
versies arising  from  these  so-called  union  rules.  The  present  contro- 
versy of  the  Pennsylvania  Company  with  the  Labor  Board  is  but  a 
forerunner  of  many  other  similar  controversies. 

Mr.  Hines  struck  the  nail  on  the  head  in  calling  attention  to  the 
long  neglect  of  maintenance  problems  by  the  railroad  companies.  I 
had  occasion,  at  the  time  of  the  declaration  of  war  against  Germany, 
to  investigate  labor  conditions  in  car  repair  shops.  After  a  few  weeks 
of  study,  it  became  readily  apparent  that  the  railroad  companies  had 
little  interest  in  the  comforts  of  or  the  employment  conditions  among 
car  repairers.  There  was  thus  produced  gross  inefficiency  in  this  branch 
of  the  railroad  maintenance,  so  that  the  high  cost  of  car  repairs, 
together  with  difficulties  in  effecting  repairs  during  busy  periods  suffi- 
ciently rapidly  to  replace  crippled  and  damaged  cars,  may  be  ascribed 
to  the  general  neglect  of  the  railroad  companies  to  work  out  this 
problem.  The  recent  move  by  some  companies  to  farm  out  their  car 
repairs  to  private  concerns  is  probably  as  much  due  to  desire  for  cost 
reductions  as  for  the  elimination  of  labor  union  restrictions  in  the  shops. 
Certainly  this  is  a  favorable  field  for  investigation.      If  ten  years  ago 
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the  government  had  inaugurated  an  intensive  investigation  of  railroad 
efficiency,  instead  of  wasting  hundreds  of  millions  in  physical  valua- 
tion, the  ultimate  use  of  which  is  seriously  questioned,  the  public  would 
obtain  the  benefit  through  reduced  freight  rates  resulting  from  lower 
operating  costs. 

Regarding  Mr.  McPherson's  statement  that  the  Transportation  Act 
is  a  constructive  piece  of  legislation,  we  must  heartily  agree.  In  many 
of  its  phases,  however,  it  will  not  stand  strict  economic  analysis.  This 
was  pointed  out  by  me  at  the  last  annual  meeting,  and  my  prognosti- 
cations made  then  proved  correct.  The  rate-making  provision  of  the 
Act  is  certainly  at  variance  with  economic  law.  Yet  this  provision, 
which  makes  it  mandatory  on  the  part  of  the  Commission  to  fix  rates 
so  that  the  railroads  will  earn  a  fair  return  on  their  value,  had  to  be 
inserted  in  order  to  preserve  the  credit  of  the  railroads.  Without 
.such  a  provision  in  the  Act,  railroad  securities  would  have  undergone 
a  serious  slump  and  the  companies  would  be  unable  to  do  further 
financing.  Expediency  and  political  considerations  were  the  deter- 
mining factors  in  the  law,  and  not  economic  principles.  Therefore, 
the  rate-making  provision  should  remain  without  change. 

Mr.  McPherson  is  also  correct  in  his  statement  that  freight  rates 
which  will  serve  the  country  best  are  not  always  such  rates  as  will 
furnish  the  railroads  a  fair  return  on  their  value.  The  experience  of 
the  last  year  has  proven  this.  The  result  of  the  Commission's  rate 
adjustment  has  been  that  the  rates  have  not  benefited  business,  and 
have  not  benefited  the  railroads.  The  reason  for  this  maladjustment 
is  due  to  the  method  of  increasing  the  general  level  of  rates  without 
regard  to  the  changes  that  result  thereby  in  individual  rates.  What 
is  needed  at  the  present  time  is  a  permanent  commission  to  constantly 
study  the  effect  of  rate  changes  on  industries. 

Mr.  McPherson  appears  to  advocate  the  valuing  of  the  ralroads  on 
the  basis  of  the  market  prices  of  their  securities.  Though  physical 
valuation  has  proven  ineffective  and  wasteful  and  is  likely  to  assist 
very  little  in  the  problem  of  rate  regulation,  a  valuation  based  upon 
current  market  quotations  of  securities  is  likewise  defective.  The 
market  price  of  any  security  represents  the  valuation  placed  by  a 
very  few  buyers  and  very  few  sellers.  In  other  words,  the  supply 
offered  for  sale  at  a  particular  time  and  the  demand  at  the  current 
price  at  that  time,  are  important  factors  in  fixing  market  value. 
Accordingly,  such  market  value  does  not  represent  the  true  valuation 
of  the  total  amount  outstanding  of  any  security.  Take  the  example 
of  Pennsylvania  Railroad  stock — a  few  hundred  shares  of  this  stock 
changes  hands  each  day,  notwithstanding  the  fact  that  the  total  issue 
exceeds  a  half  billion  dollars.  But,  can  it  be  said  that  the  true  value 
of  the  Pennsvlvania  Railroad  should  be  based  on  the  market  value  of 
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a  few  hundred  shares?  If  so,  then  the  relative  temporary  position  of 
security  buyers  and  sellers  will  determine  the  valuation  of  railroads, 
rather  than  earning  power  or  other  intrinsic  considerations. 

Mr.  Mc  Pherson,  of  course,  hesitates  to  offer  any  constructive  sug- 
gestions as  to  changes  in  the  Transportation  Act.  One  change,  to 
my  mind,  is  particularly  desirable.  This  concerns  the  dual  authority 
over  the  railroads  exercised  by  the  Labor  Board  on  one  hand  and  the 
Interstate  Commerce  Commission  on  the  other.  These  commissions 
have  taken  opposite  attitudes  in  the  matter  of  adjusting  wages  to 
freight  rates  or  freight  rates  to  wages.  A  situation  of  this  kind  places 
the  railroads  between  two  blades  of  a  shears,  and  unless  there  is  a 
change,  the  railroads'  solvency  is  likely  to  be  scrapped  without  any 
benefit  to  the  public  at  large. 

One  can  hardly  escape  the  conclusion  that  the  only  way  to  remedy 
the  railroad  situation  is  to  permit  the  railroad  companies  to  follow  a 
vigorous  policy  of  operating  economies.  Changes  in  the  law,  addi- 
tional rate  hearings,  and  the  like  are  of  little  avail.  What  is  needed 
to  save  the  railroads  from  general  bankruptcy  or  government  operation 
is  unimpeded  retrenchment  in  all  operating  divisions. 

Wage  reductions,  changes  in  working  conditions,  and  adjustments 
of  rates  for  the  production  of  greater  revenues,  do  not  promise  suf- 
ficient financial  relief  to  the  railroads.  Economic  wastes  in  railroad 
operations  require  elimination.  American  transportation  has  out- 
grown the  system  under  which  it  now  operates,  and  only  a  recognition 
of  this  fact  will  save  railroad  companies  from  government  operation. 
As  pointed  out  by  Mr.  Hines,  a  system  of  coordination  of  services  and 
facilities  is  required.  It  is  not  expected  that  there  will  be  general 
approval  of  this  plan  by  many  railroad  executives ;  but  whatever  action 
is  finally  taken,  it  is  an  undisputed  fact  that  intensive  unhampered 
economy  is  needed  to  keep  the  roads  in  a  solvent  condition. 

Now,  let  me  mention  some  of  the  specific  problems  of  economies  in 
railroad  operation.  There  are  those  relating  to  (a)  standardization 
and  use  of  equipment;  (b)  the  joint  use  of  shops,  yards,  and  termi- 
nals; (c)  the  cooperative  purchase  of  supplies;  and  (d)  the  harmoniz- 
ing of  traffic  relationships.  Many  of  these  matters  are  already  under 
the  jurisdiction  of  the  Interstate  Commerce  Commission,  but  it  is 
readily  apparent  that  a  governmental  agency  such  as  the  Commission, 
acting  in  both  a  judicial  and  executive  capacity,  is  incapable  of  ade- 
quately handling  these  problems  without  the  direct  assistance  and 
cooperation  of  active  railroad  operating  officials  and  organizations  of 
business  men. 

M.  O.  I.ouENZ. — Mr.  Hines  has  given  an  admirably  clear  review  of 
recent  railroad  liistory.  The  most  interesting  thing  to  me  about  his 
paper  is  that  he  stresses  the  need  for  economies  in  certain  directions 
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and  does  not  have  much  to  say  about  reducing  wages.  Assuming  that 
there  is  large  opportunity  for  such  economies,  I  doubt  whether  they 
can  be  relied  upon  for  any  early  pronounced  reduction  in  the  cost  of 
railroad  operation.  It  takes  time  to  work  them  out.  It  is  important, 
I  think,  to  recognize  just  what  the  wage  increases  enumerated  by  Mr. 
Hines  have  meant  from  the  standpoint  of  operating  costs.  The  effect 
of  these  increases  is  now  being  felt.  In  191.5  the  average  earning  per 
hour  of  all  classes  of  railroad  labor  was  about  27  cents;  in  1916  it 
was  about  28  cents;  in  1917,  32  cents;  in  1918,  46  cents;  in  1911,  5.5 
cents;  in  1920,  66  cents;  in  the  first  half  of  1921,  69  cents.  That 
was  the  peak.  Since  July  1,  1921,  the  average  I  estimate  at  about 
61  cents.  That  is  an  increase  of  126  per  cent  over  1915.  The  pay 
roll  is  not  far  from  60  per  cent  of  the  operating  expenses.  It  must  be 
apparent  that  such  radical  increases  in  wages  would  necessarily  great- 
ly increase  the  charges  to  the  public  regardless  of  any  changes  in  the 
method  of  organization  conceivable  in  the  near  future.  These  aver- 
ages are  obtained  by  dividing  the  total  compensation  by  total  man- 
hours,  and,  hence,  because  of  changes  in  the  composition  of  the  man- 
hours  from  year  to  year,  are  only  approximately  correct. 

The  railroad  problem  presents  itself  to  some  persons  as  a  sort  of 
triangular  deadlock.  Rates,  from  this  point  of  view,  cannot  be  much 
reduced  unless  wages  are  reduced  or  traffic  greatly  increased,  and 
traffic  will  not  increase  until  rates  are  reduced.  But  I  do  not  believe 
the  great  fluctuations  in  the  volume  of  traffic  in  recent  years  have 
been  much  influenced  by  our  freight  rate  policy.  Traffic  would 
eventually  doubtless  revive  with  the  present  average  level  of  freight 
rates  unchanged,  assuming  proper  relationships  between  commodities. 
What  is  desirable  is  that  the  rate  level  be  made  stable  as  soon  as 
possible.  I  do  not  pretend  to  be  able  to  say  just  how  much  railroad 
wages  should  be  reduced,  if  at  all.  That  is  for  the  Railroad  Labor 
Board  to  say  in  the  light  of  the  evidence  relating  to  the  various 
criteria  for  a  fair  railroad  wage  given  in  the  Transportation  Act.  A 
mere  comparison  of  percentage  increases  in  wages  and  cost  of  living 
is  not  controlling.  Whatever  wages  are  established  by  the  Labor 
Board  as  reasonable  can  and  should  be  paid  through  the  rates  by  those 
who  use  transportation  services.  The  railroad  employees  should  not, 
under  the  present  organization  of  the  industry,  be  regarded  as  sharing 
in  the  risks  of  the  management.  The  desirability  of  labor  copartner- 
ship in  railroading  has  been  suggested,  but  this  is  still  a  dream. 
Railroad  employees  are  entitled  to  fair  wages  largely  regardless  of  the 
profits  of  the  carriers.  I  do  not  agree  with  Mr.  Sakolski  in  the 
opinion  which  he  has  just  expressed  that  much  would  be  gained  by 
giving  jurisdiction  over  wages  to  the   Interstate   Commerce  Commis- 
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sion.  In  expressing  these  opinions,  I  am,  of  course,  speaking  for 
myself  alone  and  not  in  any  official  capacity. 

In  connection  with  what  Mr.  Hines  said  about  the  curtailment  of 
maintenance  in  1921,  I  wish  to  point  out  that  the  charges  for  main- 
tenance in  1920  were  extraordinarily  high  and  are  not  to  be  taken 
as  a  standard  for  a  proper  maintenance  in  1921.  The  carriers  have 
in  fact  in  recent  months  expended  about  twice  the  amount  spent  on 
an  average  for  the  same  months  in  the  test  period.  Allowing  for  the 
difference  in  the  cost  of  labor  and  material,  and  considering  the  sub- 
normal traffic  in  1921,  the  cut  in  maintenance  expenditure  as  com- 
pared with  that  for  1920  is  not  at  all  alarming,  although  there  is 
deferred  maintenance  to  be  done  before  the  next  great  revival  of 
traffic. 

Turning  to  Mr.  McPherson's  paper:  I  am  in  agreement  with  his 
statement  of  general  economic  principles,  but  I  do  not  agree  that  he 
has  stated  the  effect  of  government  regulation  of  railroads  with  entire 
justice.  Mr.  McPherson  states  that  legislation  has  advanced  in  that 
bureaucratic  control  which  impairs  efficiency  and  retards  progress. 
Mr.  McPherson  says  the  protection  of  the  railroads  has  been  neglected 
in  order  to  quiet  popular  clamor.  There  is  not  time  to  discuss  this 
matter  here,  but  I  wish  to  say  that  government  control  has  not,  it 
seems  to  me,  prevented  private  initiative  from  developing  a  high 
degree  of  efficiency  in  railroad  operation,  and  has  at  the  same  time 
secured  to  the  public  the  lowest  possible  price  for  transportation 
services,  although,  it  is  true,  in  certain  periods,  somewhat  too  low  a 
price. 

The  railroads  are  emerging  from  their  financial  difficulties  with  the 
machinery  that  has  been  provided  by  the  Transportation  Act.  But 
there  is  an  important  feature  of  the  Transportation  Act  which  as  yet 
has  been  untried,  and  that  is  the  provision  for  recapturing  a  part  of 
the  earnings  of  the  more  prosperous  corporations  in  excess  of  a  given 
standard.  This  provision  will,  if  it  operates  as  intended,  leave  some 
incentive  to  private  endeavor  and  at  the  same  time  will  make  it  more 
probable  that  the  public  will  acquiesce  in  liberal  earnings  of  railroads, 
which,  of  course,  are  necessary  for  their  proper  extension  and  develop- 
ment; and  the  excess  earnings  recaptured  could  be  used  in  strengthen- 
ing the  whole  transportation  S3\stem.  If  this  provision  fails  of  its 
purpose,  the  result  will  probably  be  the  regional  or  national  consolida- 
tion of  the  railways  with  an  extension  of  public  control  not  far 
removed  from  government  ownership. 

Julius  H.  Parmelee. — The  value  of  these  helpful  and  practical 
papers  on  the  railway  problem  seems  to  me  to  lie  in  the  emphasis 
which  is  laid  upon  the  vital  and  fundamental  importance  of  applying 
economic  principles  to  the  railway  situation.     Because  sound  economic 
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principles  have  not  been  so  applied  in  the  past,  our  problem  of  so 
creating  and  maintaining  the  transportation  industry  as  best  to  serve 
the  public  has  drifted  along  with  but  little  intelligent  effort  at  a 
solution. 

Mr.  McPherson  refers  to  the  loose  thinking  that  has  pervaded  much 
of  our  governmental  dealings  with  the  railways  as  a  "putting  of  the 
cart  before  the  horse";  Mr.  Hines  denominates  it  a  "state  of  mind." 
Whatever  the  phraseology,  the  fact  remains,  and  I  am  glad  to  see  it 
emphasized  and  reiterated  in  this  body  of  economists,  that  the  crying 
need  of  the  railway  industry  has  for  years  been  that  the  regulation 
of  their  activities  should  be  guided  by  sanity,  and  by  the  application 
of  economic  principles  such  as  obtain  in  any  other  industry. 

Take  for  example  one  feature  to  which  Mr.  McPherson  has  refer- 
red; the  problem  of  reaching  a  fair  valuation  of  railway  property. 
In  some  ways  this  is  fundamental  to  all  the  other  problems  in  the 
railway  world  today.  Under  the  Federal  Valuation  Act  of  1913,  the 
Interstate  Commerce  Commission  has  for  nearly  nine  years  been 
occupied  with  a  so-called  "physical  valuation"  of  the  railways  of  the 
United  States.  The  very  term  "physical  valuation"  is  a  misnomer, 
from  an  economic  point  of  view:  if  a  thing  is  valuable,  it  is  not  so 
much  because  it  has  any  intrinsic  value  in  and  of  itself,  but  solely 
because  it  is  capable  of  producing  something  that  may  be  utilized  and 
therefore  has  a  consumption  or  use  value.  What  the  Commission  is 
doing  is  to  ascertain,  as  accurately  as  the  difficulty  of  the  problem 
permits,  the  physical  cost  of  railway  property,  which  may  be,  and 
usually  is,  a  very  different  thing  from  its  value.  Thus  when  the 
physical  appraisal  has  been  completed,  only  the  first  step  will  have 
been  taken  toward  a  fair  valuation. 

Yet  the  railway  valuation  problem  looms  up  today  as  of  far  greater 
significance  than  it  did  when  the  Valaution  Act  was  passed.  This  is 
because  of  two  important  provisions  in  the  Transportation  Act  of 
1920.  In  the  first  place,  railway  rates  are  to  be  fixed  at  a  level 
designed,  as  nearly  as  may  be,  to  produce  a  given  rate  of  return  on 
railway  value  as  determined  by  the  Interstate  Commerce  Commission. 
Under  this  provision,  the  whole  fabric  and  structure  of  our  freight 
and  passenger  rates  is  to  be  built  up  to  a  point  which  hinges  entirely 
on  the  aggregate  value  as  determined  under  the  law.  If  the  value  is 
set  unduly  high,  rates  must  be  made  greater  than  they  should  be;  if 
unduly  low,  then  rates  too  become  lower  than  is  proper.  The  impor- 
tance of  fixing  a  fair  and  accurate  value  becomes  vital  not  only  to  the 
railways  themselves,  but  also  to  the  whole  body  economic,  for  railway 
rates  run  like  a  silver  thread  through  the  whole  warp  and  woof  of  our 
economic  fabric. 

In  the  second  place,  the  so-called  "recapture"  clause  of  the  Trans- 
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portation  Act  provides  that  whenever  a  railway  company's  net  income 
rises  above  a  (J  per  cent  return  on  its  value,  one-half  of  the  excess  above 
6  shall  revert  to,  or  be  recaptured  by,  the  government.  The  act  has 
made  it  extremely  important  to  the  individual  railway,  therefore,  that 
its  value  shall  be  fairly  determined,  for  otherwise  it  stands  to  lose,  if 
its  value  is  fixed  too  low,  just  as  it  may  gain  from  fixing  the  value 
too  high. 

The  question  at  once  arises  as  to  the  proper  basis  of  a  valuation  of 
railway  property.  This  is  not  the  place  or  time  to  enter  upon  a 
discussion  of  that  moot  question,  but  I  wish  merely  to  stick  to  my  text 
by  pointing  out  that  here,  if  anywhere,  the  railway  problem  is  crying 
out  for  a  solution  based  on  economic  principles,  and  those  only.  Such 
a  solution  is  vital  to  everything  that  our  transportation  industry  stands 
for  in  the  economic  life  of  today. 

Thus  far,  the  Interstate  Commerce  Commission  has  made  but  a 
tentative  valuation  of  railway  property  as  a  whole,  and  that  for  rate 
making  purposes  only.  The  aggregate  value  of  $18,900,000,000,  so 
fixed  by  the  Commission  last  year,  was  $1,110,000,000  less  than  the 
property  investment  of  the  railways,  that  is,  the  book  value  of  their 
property,  but  was  $2,350,000,000  greater  than  the  par  value  of  rail- 
way securities  outstanding  in  the  hands  of  the  public.  The  Commis- 
sion has  given  no  inkling  as  to  how  it  arrived  at  this  tentative 
valuation,  but  it  may  be  assumed  that  the  following  elements  were 
considered : 

1.  The  property  investment  account  of  the  railways. 

2.  The  results  of  the  so-called  "physical  valuation"  work  to  date. 

3.  The  par  value  of  railway  securities  outstanding. 

4.  The  material  and  supply  accounts. 

5.  The  needs  for  working  capital. 

6.  The  elements  of  appreciation  and  "going  value." 

7.  The  results  of  special  investigations  made  by  the  Commission 
from  time  to  time  into  the  financial  history  of  individual  rail- 
way companies. 

Possibly  the  Commission  also  took  into  account  the  market  value 
of  railway  securities,  altliough  it  is  a  matter  of  serious  question 
whether  the  valuation  of  an  industry  whose  net  income  (and,  there- 
fore, its  credit)  is  to  be  fixed  by  that  very  valuation  should  be  made 
to  depend  on  what  the  market  thinks  the  valuation  is  likely  to  be.  I 
do  not  agree  with  Avliat  seems  to  be  Mr.  MePherson's  suggestion  that 
the  value  of  a  railroad  company  is  reflected  in  the  market  value  of  its 
stocks  and  bonds.  A  critic  of  the  railways  recently  asserted  that  the 
market  value  of  railway  securities  today  is  nearly  seven  billion  dollars 
less  than  the  tentative  valuation  of  railway  property  made  by  the 
Interstate  Commerce  Commission  last  year.     Assuming  this  assertion 
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to  be  correct,  can  it  be  argued  that  the  net  income  of  the  railways 
should  be  correspondingly  reduced  by  the  Commission,  through  a 
drastic  reduction  in  rates?  If  that  were  actually  done,  the  market 
value  of  railway  securities  would  unquestionably  drop  still  lower  than 
it  is  today,  and  by  a  series  of  successive  reductions,  first  in  market 
value,  then  in  net  income,  we  should  arrive  at  an  impossible  and  absurd 
situation.  The  truth  is,  it  seems  to  me,  that  the  application  of  economic 
principles  to  a  regulated,  as  contrasted  with  an  unregulated,  industry 
requires  that  a  different  method  of  valuation  be  utilized.  ^\Tiy  there 
is  a  difference  is  indicated  in  a  question  put  by  the  Chairman  of  the 
Senate  Committee  on  Interstate  Commerce  to  a  witness  in  a  recent 
hearing.  The  question  was  this:  "Do  you  regard  the  market  value 
of  public  utility  securities,  where  the  government  has  and  exercises 
the  right  to  determine  the  revenue,  and  the  right  to  determine  from 
40  to  50  per  cent  or  more  of  the  expenses,  a  fair  criterion  of  the  value 
of  the  property?"  This  question,  of  course,  answers  itself  in  the 
negative. 

In  my  opinion,  among  the  principal  things  to  do  in  valuing  a  public 
utility  for  rate-making  purposes  should  be,  first,  to  ascertain  its 
annual  needs  in  the  way  of  net  income  for  fixed  charges,  reserves, 
dividends,  and  surplus ;  and  second,  to  fix  rates  so  as  to  produce  such 
a  net  income.  In  this  way,  rates  will  come  to  be  adjusted  to  the  needs 
of  the  railway  company,  just  as  Mr.  McPherson  has  suggested,  and 
properly,  that  they  be  adjusted  to  the  economic  needs  of  industry  in 
general. 

Mr.  Hines  has  in  the  clearest  and  most  convincing  fashion  outlined 
the  difficulties  underlying  the  railway  operation  during  the  past  four 
years,  and  the  extent  to  which  abnormal — that  is,  uneconomic — condi- 
tions have  crept  in  to  interfere  with  an  orderly  approach  to  a  solution 
of  the  many  problems  involved.  He  might  have  added  that  the  year 
1922  will  also  have  its  very  serious  problems,  for  as  we  approach  the 
new  year  there  is  an  unusual  degree  of  uncertainty  as  to  three  import- 
ant factors  which  are  always  uncertain.  These  factors  are  the  level 
of  traffic,  the  level  of  rates,  and  the  level  of  wages.  The  matters  of 
rates  and  wages  are  even  now  under  consideration  by  the  administra- 
tive bodies  that  are  respectively  responsible  for  them,  but  the  level 
of  traffic  is  a  matter  as  yet  in  the  lap  of  the  gods.  That  there  will 
be  an  improvement  in  1922,  however,  I  firmly  believe,  and  a  turn  for 
the  better  in  that  respect  will  go  far  toward  assisting  a  solution  as  to 
rates  and  wages. 

In  fact,  given  a  set  of  basic  economic  principles  to  go  on,  the  rail- 
way industry  will  in  the  long  run  adjust  itself,  and  will  become  what 
its  function  in  the  economic  organism  calls  for — the  efficient  handmaid 
of  industry.     While  Mr.  Hines  was  fully  justified  in  emphasizing  the 
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difficulties  of  the  past  and  the  present,  and  in  pointing  out  the  prob- 
lems yet  be  to  solved,  I  feel  sure  he  will  agree  with  me  that  neither 
are  these  problems  new  nor  have  they  been  overlooked  by  railway 
students.  I  feel  also  sure  that  both  he  and  Mr.  McPherson  will  agree 
that  the  Transportation  Aet  of  1920,  with  all  its  compromise  features 
and  all  its  other  faults  and  imperfections,  was  a  distinct  step  forward 
toward  an  orderly  solution  of  the  railway  problem,  and  that,  so  far 
as  it  does  apply  economic  principles  to  a  situation  that  badly  needed 
them,  the  act  has  already  proved  itself  a  constructive  piece  of  legisla- 
tion. 


THE  PRESENT  STATUS  OF  WORKMEN'S  COMPENSA- 
TION IN  THE  UNITED  STATES 

By  E.  H.  Downey 

Harrisburg,  Pennsylvania 

The  principle  that  the  pecuniary  loss  incident  to  bodily  injuries 
sustained  in  the  course  of  employment  should  be  borne  by  the 
industry,  which  is  to  say  by  the  community  at  large — this  prin- 
ciple is  now  so  universally  accepted  that  "to  assert  the  contrary 
is  to  set  the  face  against  the  enlightened  opinion  of  mankind." 
The  responsibility  of  industry  for  work  injuries  is  asserted  in 
the  statute  law  of  all  industrial  nations.  The  merits  of  this  jurid- 
ical doctrine  are  no  longer  a  subject  of  dispute.  Present-day 
debate  turns  only  upon  the  scope  and  scale  of  industrial  respon- 
sibility and  upon  administrative  details. 

But  it  is  one  thing  to  assert  a  legal  principle,  another  to  give 
it  practical  effect.  The  present  status  of  Workmen's  Compensa- 
tion in  the  United  States  is  to  be  ascertained,  not  by  a  count  of 
statutes,  but  by  a  comparison  of  the  benefits  provided  with  the 
pecuniary  losses  which  those  benefits  purport  to  cover.  A  useful 
review  of  American  compensation  laws  at  the  present  day  will 
deal  primarily  with  the  question  of  adequacy,  of  consonance  with 
the  principle  which  these  laws  profess  to  embody. 

Territorially  the  American  compensation  system  is  nearly  uni- 
versal. Only  the  District  of  Columbia  and  six  southern  states' 
still  maintain  the  common  law  of  unliallowed  memory.  In- 
dustrially the  system  is  less  comprehensive.  Most  of  the  states 
exclude  agriculture  and  domestic  service,  many  exempt  establish- 
ments which  regularly  employ  fewer  than  four,  five,  or  even  ten 
persons ;  some  few  exclude  a  particular  extra-hazardous  industry, 
such  as  mining  or  logging.  Railway  and  marine  workers  engaged 
in  interstate  or  foreign  commerce  are,  in  the  absence  of  congres- 
sional legislation,  excluded  as  being  without  the  jurisdiction  of 
the  several  states.  Summing  up  all  these  exclusions  it  is  perhaps 
within  the  mark  to  say  that  the  American  compensation  system 
covers  from  two-thirds  to  three-fourths  of  the  total  number  of 
wage  workers.^  Even  within  these  territorial  and  industrial  limits 
the  laws  are  further  restricted  by  the  very  general  exclusion  of 

^Missouri  is  the  only  state  of  much  industrial  importance  without  a  com- 
pensation act.  The  others  are  Arkansas,  Florida,  Mississippi,  North  Carolina, 
and  South  Carolina. 

^Only  a  very  laborious  calculation  from  the  census  data  for  each  state 
would  give  an  approximate  estimate  of  the  actual  proportion  of  wage  workers 
embraced  by  the  several  compensation  laws. 


130  American  Economic  Association 

occupational  diseases.  In  respect  to  scope,  then,  much  new  legis- 
lation is  needed  to  extend  the  principle  of  compensation  to  all 
work  injuries. 

With  respect  to  scale  of  benefits  the  showing  is  much  less  satis- 
factory. The  primary  purposes  of  a  compensation  act  are 
three:  to  encourage  the  prevention  of  work  injuries  as  much  as 
possible  by  affording  a  direct  incentive  to  such  prevention,  to 
restore  the  earning  capacity  of  those  injured  workmen  who  are 
capable  of  rehabilitation ;  and  to  shift  the  pecuniary  cost  of  work 
injuries  from  the  immediate  victims  and  their  dependents  to  the 
community  at  large.  Economic  relief  to  the  sufferers  is  not  mere- 
ly the  most  urgent  of  these  objects,  but  is  the  key  to  both  the 
others.  Adequate  compensation  for  fatal  and  permanent  injuries 
will  do  more  than  all  other  legislation  to  promote  industrial  safe- 
ty and  to  encourage  genuine  rehabilitation.  Yet  it  is  precisely 
in  respect  to  these  sei'ious  injuries  that  American  compensation 
acts  are  most  deficient. 

Pensions  to  dependents  in  case  of  death  are  usually  a  small 
fraction  of  the  breadwinner's  earnings — from  10  to  50  per  cent^ 
— payable  for  a  limited  term.  In  many  states  the  total  death 
benefit  is  $3000  or  $4000,  payable  in  weekly  installments  over  a 
period  of  six,  eight,  or  ten  years,  and  is  the  same  to  a  childless 
widow  as  to  a  larger  family.  In  other  states  the  widow  receives 
a  small  pension — $5  to  $10  weekly — and  has  an  additional  allow- 
ance for  each  child  under  a  specified  age.  Five  states  continue 
the  widow's  pension  during  widowhood,  in  other  states  her  allow- 
ance terminates  in  tlie  sixth,  eighth,  or  tenth  year,  irrespective  of 
age  or  earning  capacity.  By  a  singular  perversion  of  common 
sense,  the  allowance  to  an  orpliancd  child  is  evcr3^where  less  than 
the  pension  to  an  able-bodied  widow.  Payments  to  or  on  account 
of  a  child  cease  at  the  age  of  sixteen  in  many  states,  at  eighteen 
in  the  most  progressive  jurisdictions,  and  at  fourteen  in  some  of 
the  former  slave-holding  states.  In  still  other  states — a  major- 
ity of  all  indeed — payments  cease  at  tlie  end  of  a  fixed  term, 
irrespective  of  the  number,  ages,  or  economic  status  of  the  chil- 
dren. In  no  state  is  the  rate  or  the  total  amount  of  compensation 
at  all  sufficient  either  to  replace  the  lost  earnings  of  the  deceased 
breadwinner  or  to  provide  reasonable  maintenance  and  education 
for  tlie  widow  and  children, 

'This    statement    refers    to    tlie    actual,   wliicli    is    invariably    less    than    the 
nominal,  jierccntage  of  wages. 
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For  total  disability  the  compensation  is  nominally  50,  60,  65, 
or  66  ^  per  cent  of  wages/  The  actual  percentage  of  wage  is, 
however,  very  much  less  than  the  statutes  seem  to  promise,  for  the 
weekly  payments  are  ever\nvhere  subject  to  fixed  maxima:  $12, 
$15,  or  $20/  In  Pennsylvania,  e.  g.,  where  the  nominal  rate  is  60 
per  cent  of  earnings,  the  actual  rate  is  from  25  per  cent  in  high- 
paid  to  50  per  cent  in  low-paid  occupations,  the  general  average 
in  1920  being  40  per  cent  of  weekly  earnings.  The  proportion  of 
compensation  to  wage  loss  is  still  less  than  the  ratio  of  weekly 
compensation  to  weekly  wage.  The  "waiting  period"  seriously 
reduces  the  compensation  for  temporary  disability  while  time 
limits  have  a  yet  more  serious  effect  in  the  case  of  permanent 
disability.  The  waiting  period,  during  which  no  compensation 
is  pa^'able,  is  most  often  one  week,  in  a  number  of  states  ten  days 
or  two  weeks,  in  a  few  jurisdictions  less  than  one  week.  Under 
a  two  week  waiting  period  with  a  maximum  of  $15  weekly,  a  skill- 
ed workman  receives  a  total  compensation  of  .$30  for  a  month's 
disability  against  a  wage  loss  of  at  least  $150.  Upon  an  average 
of  all  temporary  disabilities  under  the  Pennsylvania  Law,  e.  g., 
compensation  does  not  exceed  25  per  cent  of  wage  loss.'  Even 
this  low  ratio  takes  no  account  of  disabilities  of  less  than  ten  days' 
duration. 

Compensation  for  permanent  disability  is  subject  to  the  limits 
already  mentioned  as  to  weekly  rate,  and  usually  also  to  a  still 
less  justifiable  limit  in  point  of  time.  Only  twelve  states*  provide 
life  pensions  even  for  permanent  total  disability.  In  most  states 
the  utterly  helpless  victim  of  a  work  injury  who  has  the  mis- 
fortune to  survive  for  ten  years  is  then  relegated  to  the  almshouse. 
Still  more  curious  are  the  schedules  of  specific  indemnity  for 
enumerated  permanent  injuries — schedules  expressed,  not  in  per- 
centages of  wages  or  of  earning  capacity,  but  in  weeks  of  compen- 
sation.    Our  legislatures  have  solemnly  enacted,  if  not  precisely 

*It  is  66  2-3%  in  all  states,  65%  in  5  states,  60%  in  10  states,  50%  in  15 
states. 

"Ten  dollars  in  3  states,  $11  in  one,  $12  in  12,  $12  to  $13  in  12,  $20  or 
more  in  6. 

'One  week  in  25  states,  ten  days  in  7,  two  weeks  in  8,  less  than  one  week  in  3. 

'See  Statistical  Analysis  issued  by  the  Pennsylvania  Compensation  Rating 
Bureau  (annual).  Other  statements  as  to  Pennsylvania  experience  are  based 
on  unpublished  records  and  upon  the  writer's  personal  knowledge. 

^California,  Colorado,  Montana,  Nebraska,  Nevada,  New  York,  North  Da- 
kota, Ohio,  Oregon,  Utah,  Washington  and  West  Virginia.  Wisconsin  has  a 
variable  period  depending  upon  the  age  of  the  injured.  It  is  noteworthy  that 
only  two  industrially  important  states  provide  life  pensions. 


132  American  Economic  Association 

that  a  lost  liand  shall  grow  again  in  150  weeks,  at  least  that 
compensation  therefor  shall  terminate  at  the  end  of  that  time. 
Such  provisos  disregard  the  essential  feature  of  Workmen's  Com- 
pensation :  that  there  shall  be  a  direct  relationsliip  between  indem- 
nity and  wage  loss. 

Still  less  excusable  is  the  well-nigh  universal  failure  to  provide 
adequate  medical,  surgical,  and  hospital  care,  to  say  nothing  of 
such  re-training  as  might  benefit  the  crippled  worker.  On  every 
social  ground  it  is  highly  expedient  that  those  who  are  incapac- 
itated by  accident  or  disease  should  be  restored  as  speedily  and 
completely  as  may  be  to  industrial  usefulness.  Yet  most  states 
require  medical  care  only  for  thirty,  sixty,  or  ninety  days  after 
the  injury,  and  only  within  a  low  monetary  limit — $100  or  $200. 
Whatsoever  is  more  than  this  cometh  of  charity,  or  from  the 
shrewd  calculation  that  it  may  be  cheaper  to  operate  than  to  pay 
compensation  for  a  permanent  disability.  Even  this  last  incentive 
is  less  effective  than  it  ought  to  be,  because  of  the  limited  com- 
pensation for  permanent  injuries.  Little  wonder  that  no  system- 
atic effort  has  anj^where  been  made  to  rehabilitate  industrial 
cripples.     Employers  have  no  incentive  so  to  do. 

Taken  on  the  whole,  compensation  in  the  Uinted  States  probably 
does  not  exceed  one-fourth  of  the  pecuniary  cost  of  those  injuries 
which  the  compensation  laws  profess  to  cover.  Having  regard  to 
the  excluded  classes  of  wage  workers  and  the  excluded  categories 
of  injury,  it  is  well  within  the  facts  to  say  that  four-fifths  of  the 
direct  economic  loss  incident  to  work  injuries  still  falls  upon  the 
individual  victims  and  their  families.  We  have  given  much  lip 
service  to  the  principle  of  industrial  responsibility  but  our  prac- 
tice has  fallen  far  short  of  our  professions. 

By  the  same  token,  prevention  is  much  short  of  what  would  be 
attained  under  an  adequate  scale  of  benefits.  In  Pennsylvania 
alone  there  have  been  sixteen  thousand  deaths  and  more  than  one 
million  disabling  injuries  by  industrial  accident  within  the  space 
of  six  years.  That  a  vast  number  of  these  accidents  were  pre- 
ventable is  known  to  every  engineer.  But  effective  safety  engineer- 
ing costs  much  money.  Coal  mine  entries  must  be  widened,  elec- 
tric voltages  reduced,  mine  cars  equipped  with  brakes,  road  bed 
and  rolling  stock  imj^roved,  more  and  better  timber  set,  more 
inspections  made,  stricter  discipline  enforced.  To  reduce  the 
fatality  rate  from  three  to  two  per  million  tons  of  coal  is  perfectly 
feasible,  but   when   the   saving   represents   only   one-quarter   cent 
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per  ton  it  does  not  pay.  If  the  average  cost  per  death  were  raised 
from  $2500  to  $10,000  much  would  become  practical  which  is  now 
deemed  visionary. 

Something  less  than  full  compensation  for  temporary  injuries 
is  justified  on  social  grounds.  Human  nature  being  what  it  is, 
much  malingering  would  doubtless  result  from  any  attempt  to  pay 
full  wages  during  disability.  Probably  two-thirds  of  actual  wage- 
loss — the  nominal  percentage  specified  in  many  compensation  acts 
— is  not  unreasonable.  So,  too,  a  moderate  waiting  period  is 
justifiable  on  grounds  of  administrative  cost.  But  there  is  no 
economic  justification  for  a  maximum  rate  or  a  maximum  amount 
less  than  two-thirds  of  actual  wage-loss,  nor  for  a  waiting  period 
of  moi'e  than  one  week,  nor  for  the  exclusion  of  occupational 
disease.  Still  less  is  there  any  warrant  in  economics  or  equity 
for  cutting  off  compensation  before  disability  has  ceased  or  de- 
pendency terminated.  Least  of  all  can  the  community  afford  to 
deny  full  therapeutic  aid  to  the  victims  of  industrial  injury. 

The  excuse  advanced  for  a  scale  of  benefits  confessedly  inade- 
quate— that  industry  cannot  bear  the  burden — is  founded  on 
misapprehension.  Compensation  equal  to  two-thirds  of  total 
wage-loss  plus  full  therapeutic  care  for  all  industrial  injuries 
would  certainly  not  cost  more  than  ten  cents  the  ton  of  bituminous 
coal  nor  add  more  than  one  cent  to  the  cost  of  a  ten  dollar  pair 
of  shoes.  For  most  manufactured  commodities  full  compensation 
would  not  exceed  one-half  of  one  per  cent  of  manufacturer's  price. 
Even  in  building  construction  the  most  liberal  scale  of  benefits 
ever  proposed  would  scarcely  equal  two  per  cent  of  contractor's 
price — certainly  much  less  than  the  architect's  fees.  If  adequate 
compensation  would  be  a  burden  scarcely  felt  by  consumers,  still 
less  would  it  place  employers  at  a  competitive  disadvantage.  Other 
items  of  entrepreneur's  costs  bulk  so  much  larger  and  are  so 
extremely  variable  that  it  may  be  doubted  whether  the  cost  of 
compensating  work  injuries  ever  influenced  the  location  of  a 
business  enterprise  or  the  decision  of  an  entrepreneur  to  expand 
or  restrict  the  scale  of  his  operations.  The  meagre  and  widely 
varying  benefits  provided  by  American  compensation  laws  are 
traceable  to  a  very  different  consideration :  the  relative  pull 
exercised  by  organized  labor,  disinterested  reformers,  and  em- 
ployers' associations. 

For  the  administration  of  their  Workmen's  Compensation  Acts 
most  states  have  created  special  boards  or  commissions  charged 
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with  the  supervision  of  claim  settlements,  the  adjudication  of  dis- 
puted claims,  and  the  duty  of  seeing  to  it  that  employers  provide 
insurance  or  other  security  for  the  payment  of  future  install- 
ments of  compensation  when  and  as  accrued.  In  comparison  with 
our  law  courts  these  commissions  are  models  of  promptness  and 
efficiency.  The  number  of  disputed  claims  is  small,  appeals  are 
few,  and  the  statutes,  on  the  whole,  are  liberally  construed.  Prob- 
ably no  branch  of  administration  in  this  country  is  better  con- 
ducted. 

There  remain,  however,  grave  shortcomings.  The  commission- 
ers are  political  appointees,  frequently  changed,  drawn  in  large 
part  from  the  lower  grades  of  practising  attorneys  and  imbued 
with  an  incurable  predilection  for  common-law  procedure.  The 
technical  and  clerical  staffs  are  commonly  also  political  and  always 
inadequate.  The  result  is  great  laxity  in  the  supervision  of 
settlements  by  agreement,  with  much  needless  technicality  and 
avoidable  delay  in  adjudication.  There  are  no  statistics  of  claim 
settlement,  but  such  test  studies  as  have  been  made  serve  to  show 
that  first  payments  in  fatal  cases  are  unreasonably  delayed  and 
that,  in  case  of  temporary  disability,  the  victim  commonly  re- 
ceives nothing  at  all  until  his  disability  has  ceased  and  the  most 
urgent  need  has  passed."  Private  insurance  companies,  state  in- 
surance funds,  and  non-insured  employers  appear  to  be  equally 
and  all  but  universally  remiss  in  this  respect.  The  point  deserves 
strong  emphasis,  for  to  give  relief  when  relief  is  needed  is  the  very 
essence  of  the  compensation  scheme. 

Short  changing — the  settlement  of  claims  for  less  than  the 
statute  provides — is  especially  prevalent  in  those  states  which 
have  retained  court  administration.  Under  commission  adminis- 
tration there  are  few  such  complaints  except  in  respect  to  those 
cases  of  permanent  disability  not  covered  by  specific  indemnity 
schedules.  Compensation  for  indubitable  permanent  total  disa- 
bility may,  in  most  states,  be  suspended  for  weeks  or  months  on 
the  mere  allegation  of  the  employer  or  insurance  carrier  that  the 
claimant  is  able  to  do  "light  work,"  and  the  hapless  victim  is  then 
put  to  the  trouble,  delay,  and  expense  of  proving  that  he  is  still 
disabled.      In  cases  of  partial  disability,  many  commissions  hold 

"Some  very  illuminatinj;  test  studies  have  been  made  by  the  Industrial 
Accident  Board  of  Illinois  and  by  the  Compensation  Bureau  of  Pennsylvania. 
See  also  Carl  Hookstadt  in  (U.  S.)  Monfhli/  Labor  Review,  November,  1920. 

The  average  interv;il  between  accident  and  first  payment  exceeds  the 
average  duration  of  disability,  alike  in  Illinois,  Ohio,  and  Pennsylvania. 
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the  curious  view  that  the  claimant  must  procure  employment  and 
establish  a  difference  between  his  present  and  former  wage  rate 
before  compensation  can  be  fixed.  If  employment  is  slack  no 
loss  of  earnings  can  be  proved  and  no  compensation  is  paid.  If 
the  handicapped  worker  finds  employment,  it  is  usually  casual 
and  at  varying  rates  of  pay.  His  compensation,  consequently, 
varies  from  job  to  job  and  may  range  in  a  single  year  from  fifty 
cents  to  twelve  dollars  a  week,  Avith  frequent  suspensions.^"  Such 
anomalies  are  due  in  part  to  faulty  procedure,  to  over-insistence 
upon  the  technicalities  of  legal  "proof,"  and  to  a  too-restricted 
definition  of  "loss  of  earnings"  in  the  statutes.  Still  more  serious 
is  the  lack  of  adequate  facilities  for  impartial,  first-hand  investi- 
gation. The  doctrine  of  self-help  still  has  a  strong  hold  upon 
legislatures  and  administrators.  The  commissions  do  not  go  out 
to  find  the  facts :  they  wait  for  the  claimant  to  present  a  petition 
and  produce  evidence.  All  of  which  means  that  the  claimant 
must  hire  an  attorney  and  procure  medical  testimony  at  his  own 
charges. 

After  the  award  is  rendered,  little  effort  is  made  to  see  that 
its  terms  are  carried  out.  Compensation  payments  for  death  and 
permanent  disability  run  over  long  terms,  even  to  life  pensions. 
Payments  during  a  given  year  on  account  of  current  injuries  are 
but  a  fraction  of  the  ultimate  payments  and  this  fraction  is  the 
•smaller  in  proportion  as  the  scale  of  benefits  approaches  adequacy. 
Yet,  in  most  states,  any  employer — corporation,  individual,  or 
copartnership — who  can  make  a  fair  showing  of  paper  assets 
is  lightly  permitted  to  assume  these  long-continuing  obligations. 
Insurance  companies  are  somewhat  better  supervised  but  the 
standard  of  solvency  is  low,  compensation  reserves  are  not  segre- 
gated from  other  liabilities,  and  the  false  etiquette  of  interstate 
comity  hampers  the  few  insurance  departments  which  might  other- 
wise enforce  a  higher  standard. 

The  paucity  of  statistical  records  is  perhaps  a  small  matter 
in  comparison  with  prompt  and  full  payment  of  claims  or  the 
ultimate  security  of  future  installments,  yet  intelligible  statistics 
would  go  far  to  correct  the  evils  of  lax  administration  and  inade- 
quate benefits  by  sheer  education  of  public  opinion.  Statistics 
also  are  indispensable  to  effective  accident  prevention  and  to  the 

^"Again  there  is  no  statistical  record  and  the  statements  in  the  text  are 
based  upon  personal  observation  in  several  states.  See,  however,  the  Connor 
Reports  to  the  Governor  of  New  York,  1919. 
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best  results  in  the  rehabilitation  of  injured  workmen.  The  pri- 
mary requirements  are  well  known:  a  clear  presentation  of  work 
injuries  by  industry,  occupation,  cause,  severity,  wage  loss  and 
compensation  cost,  and  analyses  of  claim  settlements  with  respect 
to  promptness,  cost  of  litigation,  grounds  upon  Avhich  compensa- 
tion was  refused  or  suspended,  measures  taken  to  counteract  the 
inevitable  efforts  of  employers  and  insurance  carriers  to  evade 
their  statutory  obligations.  Standard  schemes  of  classification 
and  tabulation  designed  to  present  these  and  kindered  facts  have 
been  prepared  galore."  Therein,  however,  a  deal  of  pains  has 
gone  for  naught.  Most  of  the  administrative  boards  do  publish 
some  sort  of  annual  or  biennial  report  but  no  two  are  on  the  same 
basis,  few,  if  any,  give  a  satisfactory  analysis  either  of  work  in- 
juries or  of  claim  settlement,  and  no  one  has  attempted  to  digest 
and  correlate  the  reports  of  the  several  states.  It  is  impossible  at 
this  late  date  to  obtain  any  accurate  estimate  of  the  annual  num- 
ber of  fatal  accidents  in  American  industries  or  to  make  more  than 
a  rough  conjecture  as  to  the  number  and  severity  distribution  of 
non-fatal  work  injuries.  Any  attempt  to  compare  accident 
severity  rates  of  different  industries,  different  states,  or  different 
years  is  altogether  futile.  The  most  disheartening  feature  of  the 
case  is  the  total  want  of  intelligent  interest  in  such  information. 

If  this  survey  of  Workmen's  Compensation  in  the  United  States 
is  mainly  a  recital  of  shortcomings,  the  reason  is  that  attention 
to  defects  conduces  to  improvement  more  than  a  song  of  praise. 
Ours  was  the  last  of  the  industrial  nations  to  attack  the  problem 
of  work  injuries.  A  decade  since,  the  immediate  desideratum  was 
to  obtain  some  relief  from  tlie  iniquities  of  the  common  law.  To- 
day the  problem  is  to  broaden  the  scope  of  our  compensation  acts, 
increase  the  benefits,  and  improve  the  administration.  To  one  who 
has  been  associated  with  compensation  as  student  or  administrator 
for  more  than  a  dozen  years,  the  progress  already  made  augurs 
well  for  the  future.  Benefits  are  still  miserably  inadequate  but 
they  are  being  slowly  increased  by  successive  amendments  to  exist- 
ing laws.  Even  in  administration  there  is  some  evidence  of  im- 
provement, at  least  in  the  more  progressive  states.  A  decade 
hence,  we  may  reasonably  hope,  American  industry  will  bear,  if 
not  the  whole,  at  least  the  major  part  of  the  pecuniary  cost  of 
work  injuries. 

"See  successive  reports  of  the  Committee  on  Statistics  of  the  International 
Association  of  Industrial  Accident  Boards  and  Commissions. 
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By  Charles  H.  Verrlll 
United  States  Employees^  Compensation  Commission 

The  subject  of  accidents  to  workers  in  the  industries  of  the 
United  States  is  one  involving  many  interests  other  than  those  of 
the  employer  and  the  employee,  and  possessing  an  economic  im- 
portance which  would  scarcely  be  realized  by  those  who  have  not 
given  the  matter  special  attention. 

Upon  a  conservative  estimate  the  economic  or  wage  loss  to 
workers  from  the  industrial  accidents  of  a  year  is  in  excess  of 
$400,000,000,  probably  less  than  one-fourth  of  which  is  made 
good  by  compensation  benefits. 

Employers  pay  out  in  compensation  and  liability  insurance 
premiums  and  in  direct  payments  probably  in  excess  of  $150,- 
000,000  a  year.  The  economic  loss  from  labor  turnover  and 
time  lost  from  productive  labor  impose  upon  the  employer  a  huge 
loss  in  production. 

The  community,  aside  from  the  employers  and  workmen,  must 
suffer  from  the  injured  workers'  wage  loss.  With  inadequate 
compensation  and  with  savings  exhausted,  the  injured  employee 
not  infrequently  must  receive  help  from  relatives,  friends,  church, 
fraternal  organization,  or  charity.  The  loss  in  purchasing  power 
is  also  an  important  item. 

Statistics  of  accidents  and  compensation  should  be  so  organ- 
ized as  to  assist  every  interest  concerned  in  this  great  problem. 
The  enormous  waste  of  these  accidents  must  be  reduced  so  far  as 
humanly  possible. 

The  hazards  of  dangerous  machinery,  dangerous  operations, 
unsafe  practices,  dangerous  places  of  work,  and  injurious  ma- 
terials must  be  disclosed  so  that  they  may  be  eliminated  or  the 
hazard  diminished. 

The  happy  mean  of  compensation  benefits  must  be  found  which 
will  come  as  near  as  possible  to  assuming  the  burden  actually  due 
to  industrial  accidents  without  encouraging  the  unnecessary  pro- 
longing of  reliance  upon  compensation  benefits.  Disabilities  must 
be  studied  in  relation  to  the  adequacy  of  medical  service,  and 
serious  permanent  disabilities  with  special  reference  to  actual 
economic  consequences,  concerning  which  we  know  little. 
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Common  sense  suggests  that  these  objects  can  be  attained  only 
by  the  analysis  and  study  of  accident  and  compensation  experi- 
ence to  ascertain  among  other  things — 

1.  Where,  how,  and  why  accidents  occur. 

2.  Why  so  many  accidents  result  in  permanent  disability  or 
in  long  continued  temporary  disability. 

3.  The  adequacy  of  present  laws  as  shown  by  wage  loss  and 
compensation  payments. 

4.  Efficiency  of  administrative  organization  and  practice. 

5.  Cost  of  compensation  benefits  for  the  determination  of 
proper  insurance  premium  rates. 

When,  in  September,  1908,  the  United  States  Bureau  of  Labor 
Statistics  published  an  estimate  of  industrial  accidents  in  the 
United  States  by  Frederic  L.  Hoffman^  it  was  found  necessary  to 
say  that  there  were  no  statistics  of  value  from  which  a  reasonably^ 
accurate  approximation  could  be  made.  Apparently  the  best 
method  possible  was  to  estimate  the  deaths  due  to  accidental 
causes  among  occupied  males  15  years  of  age  and  over  upon  such 
Census  data  as  were  available,  and  to  assume  that  50  per  cent  of 
such  casualties  were  due  to  causes  arising  out  of  the  occupation 
of  the  injured.  This  crude  method  led  to  the  conclusion  that  the 
number  of  fatal  occupational  accidents  at  that  time  was  between 
15,000  and  17,500  per  annum. 

When  again,  in  1915,  a  second  attempt  was  made  to  estimate 
the  number  of  occupational  accidents  in,  the  United  States  by  Mr. 
Hoffman  with  the  cooperation  of  the  Bureau  of  Labor  Statistics,' 
it  was  found  to  be  still  true  that  the  available  accident  data  were 
entirely  inadequate  for  any  really  satisfactory  estimate.  An 
entirely  different  basis  was  used  for  the  estimate  published  in 
1915.  At  this  time,  use  was  made  of  available  statistics  in  certain 
industries,  including  some  especially  valuable  studies,  which  ena- 
bled one  to  approximate  the  fatal  accident  rate  prevailing  in  a 
number  of  the  more  important  industrial  groups.  For  other 
industrial  groups,  it  was  necessary  to  assume  a  fatal  accident  rate 
based  on  a  knowledge  of  rates  in  similar  industries  in  foreign 
countries,  fragmentary  information  of  conditions  in  this  country, 
and  to  assume  the  probable  rate  prevailing  here.     With  this  crude 

^Bulletin  of  the  United  States  Bureau  of  Labor,  No.  78,  September,  1908. 
''Bulletin  of  the  United  States  Bureau  of  Labor  Statistics,  No.  157,  March, 
1915. 
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method,  and  with  the  information  as  to  the  number  of  employees 
as  reported  by  the  Census,  it  was  estimated  that  the  approximate 
number  of  fatal  industrial  accidents  among  American  wage  earn- 
ers for  the  year  1913  was  25,000.  Upon  the  basis  of  the  relation 
of  non-fatal  to  fatal  accidents  as  indicated  by  the  experience  of 
Austria,  where  the  available  statistics  were  unusually  complete,  it 
was  estimated  that  disabilities  of  more  than  four  weeks  duration 
numbered  approximately  700,000. 

The  past  fifteen  years  has  been  a  period  of  continuous  work,  by 
both  private  and  public  agencies,  for  accident  prevention.  Not- 
able have  been  the  activities  of  the  National  Safety  Council  and 
many  of  its  individual  members,  the  Interstate  Commerce  Com- 
mission, the  Bureau  of  Mines,  the  Factory  Inspection  Depart- 
ments and  the  Compensation  Commissions  of  a  few  of  the  states. 
That  this  movement  has  had  a  marked  effect  in  reducing  acci- 
dents, there  can  be  no  doubt,  but  just  what  effect  it  has  had  upon 
the  country  as  a  whole  cannot  be  measured  by  any  data  avail- 
able. One  would  not  be  justified,  upon  any  information  at  hand, 
in  estimating  the  number  of  deaths  from  industrial  accidents  at 
the  present  time  at  less  than  20,000  a  year.  Even  such  an 
estimate  must  be  considered  very  conservative.  Accepting  the 
figures  of  the  American  Accident  Table,'  this  number  of  fatal 
accidents  indicates  no  less  than  2,500,000  temporary  lost  time 
industrial  accidents  in  a  year,  with  time  losses  aggregating  over 
37,710,000  working  days.  The  permanent  total  disabilities,  on 
the  basis  of  this  same  table,  number  1,627,  and  the  permanent 
partial  disabilities  100,000,  of  which  72,000  are  on  account  of 
dismemberment  or  total  loss  of  use  of  some  member,  and  28,000 
are  due  to  other  causes. 

Some  rough  measure  of  the  economic  loss  to  injured  wage 
earners  resulting  from  this  number  of  industrial  accidents  yearly 
may  be  made  by  assuming  an  average  daily  wage  of  $2.50  a  day 
for  the  working  days  actually  lost  on  account  of  temporary  dis- 
abilities, and  for  permanent  disabilities  and  deaths  the  same  wage 
rate  during  the  periods  recommended  by  the  Committee  on  Statis- 
tics of  the  International  Association  of  Industrial  Accident 
Boards  and  Commissions  as  reasonable  equivalents  in  working 
days   of   the  working  time  lost   on   account   of   such  disabilities 

'Proceedings  of  the  Casualty  Actuarial  and  Statistical  Society  of  America, 
Vol.  VII,  Part  I,  No.  15,  p.  36  et  seq. 
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with  a  discount  of  one-third  allowed  to  express  present  values. 
An  estimate  upon  these  assumptions  shows  economic  losses  for:* 

Working  days 

lost  Wages  lost 

Temporary  disabilities                              37,710,000  $  94,275,000 

Permanent  total  disabilities                         9,762,000  16,270,000 
Dismemberment  and  total  loss  of  use 

of  member                                                66,600,000  111,000,000 

Other  permanent  partial  disabilities      12,936,000  21,560,000 

Deaths                                                         120,000,000  200,000,000 


Total  247,008,000     $443,105,000 

Whatever  differences  of  opinion  may  exist  as  to  the  reason- 
ableness of  the  valuations  placed  upon  the  permanent  disabilities 
and  deaths,  there  can  be  little  question  about  the  time  and  wage 
losses  given  for  temporary  disabilities  or  in  regard  to  the  enor- 
mous waste  due  to  industrial  accidents. 

Wherever  proposals  for  workmen's  insurance  and  compensation 
laws  have  been  given  serious  consideration,  or  wherever  such  laws 
have  been  enacted,  an  immediate  demand  has  been  made  for  statis- 
tics of  industrial  accidents  to  guide  legislators  and  experts  in 
the  framing  or  revision  of  the  laws,  administrative  authorities  in 
the  enforcement  of  the  law,  insurance  carriers  in  the  determination 
of  their  premium  rates,  and  industrial  employers  in  measures  of 
safety  and  accident  prevention. 

The  demand  for  statistics  of  industrial  accidents  and  workmen's 

compensation,  which  would  permit  comparison  of  the  experience 

of  various  states  and  countries  and  enable  each  country  to  profit 

by  the  experience  of  others  was  voiced  at  the  very  beginning  of  the 

workmen's  insurance  movement  in  Europe.     As  early  as  1889,  at 

the  first   International    Congress    on  Workmen's   Accidents    and 

Insurance,  held  in  Paris,  the  need  of  some  degree  of  uniformity 

in  the  accident  and  insurance  statistics  of  the  various  countries 

was  discussed.     At   the   succeeding   international   congresses,   at 

Berne  in  1891,  and  at  Milan  in  1894,  the  question  was  the  subject 

^Estimates  of  wage  loses  due  to  accidents  have  sometimes  been  made  upon 
the  assumption  of  a  higher  average  daily  wage  and  without  discount  for 
present  vahie  and  have  been  defended  as  reasonable.  For  the  present  pur- 
pose it  was  preferred  to  make  an  estimate  so  conservative  that  no  question 
of  overstatement  could  possibly  be  raised.  No  attempt  has  been  made  to 
include  any  estimate  for  the  cost  of  medical  and  hospital  treatment  necessary 
on  account  of  these  accidents. 
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of  one  of  the  resolution*,  and  the  congress  at  Diisseldorf  in  1902, 
by  resolution,  instructed  its  permanent  committee  to  cooperate 
with  the  International  Institute  of  Statistics  and  the  Interna- 
tional Association  for  Labor  Legislation  in  working  out  a  plan 
for  international  statistics  of  industrial  accidents. 

At  the  meeting  of  the  International  Institute  of  Statistics  in 
London  in  February,  1905,  the  first  definite  statement  of  general 
principles  to  be  followed  in  formulating  a  plan  for  international 
statistics  was  submitted  and  adopted.  This  plan  provided  for 
the  collecting  of  statistics  of  the  number  of  injured  persons;  the 
computation  of  the  number  of  workmen  exposed  to  risk  in  terms  of 
full  time  workmen,  that  is,  workmen  having  worked  300  days  of 
10  hours  each  in  the  year;  the  preparation  of  broad  standard 
classifications  of  industries,  causes  of  accident  and  nature  of  in- 
jury; and  statistics  of  the  number  of  widows  and  orphans  surviv- 
ing fatally  injured  workmen. 

The  task  of  working  out  a  plan  for  uniform  international  sta- 
tistics, on  the  basis  of  the  principles  approved  as  above,  was 
submitted  to  a  joint  committee  of  the  International  Institute  of 
Statistics  and  the  International  Congress  on  Workmen's  Acci- 
dents and  Insurance.  The  report  of  this  committee  was  submitted 
to  the  International  Institute  of  Statistics  at  its  Paris  meeting, 
July  5,  1909,  and  to  the  International  Congress  on  Workmen's 
Accidents  and  Insurance  in  Vienna,  September  21,  1909.  The 
first  attempt  to  present  a  report  of  international  statistics  on 
industrial  accidents,  under  the  plan  recommended,  appeared  in 
the  July,  1913,  issue  of  the  Bulletin  des  Assurances  Sociales. 
This  report,  while  containing  an  enormous  amount  of  valuable 
statistical  information  in  regard  to  the  individual  countries,  is 
a  convincing  illustration  of  the  practical  difficulties  in  the  way 
of  comparison  of  the  accident  and  compensation  statistics  of  any 
two  countries.  For  the  purpose  of  comparison,  the  statistics  of 
the  committee's  report  were  no  more  valuable  than  would  be 
those  of  two  American  states  at  the  present  time. 

The  demand  for  industrial  accident  statistics  for  the  entire 
United  States,  for  any  state  as  a  whole,  or  for  any  industry  as  a 
whole,  is  a  natural  one,  but  brief  consideration  only  is  necessary 
to  convince  one  that  such  statistics  are  practically  impossible 
of  realization  under  compensation  laws  now  existing  or  likely  to  be 
enacted  for  some  years.     Any  statistics  which  could  be  compiled 
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from  our  existing  records  would  need  to  be  supplemented  by 
extensive  estimates  of  a  somewhat  speculative  character. 

It  may  be  stated  without  hesitation  that,  except  where  a  work- 
men's compensation  law  is  applicable,  complete  accident  reports 
cannot  be  secured  and  should  not  be  expected.  Occupational 
accident  statistics  must  be  made  up  from  records  kept  in  the 
plants  where  the  accidents  occur,  and  from  reports  of  such  acci- 
dents made  to  some  designated  administrative  authority.  Such 
records  and  reports  must  be  complete,  or  practically  so,  if  they 
are  to  be  of  the  highest  value.  Experience  has  shown  that  em- 
ployees oftentimes  will  not  report  an  accident  or  the  employer 
does  not  make  a  record  of  an  accident  reported  unless  the  accident 
appears  to  be  immediately  serious  or  unless  there  is  some  financial 
motive.  This  has  been  confirmed  in  extensive  and  intensive  inves- 
tigations by  the  U.  S.  Bureau  of  Labor  Statistics  in  which  original 
records  were  studied.  Further  evidence  of  this  is  found  in  the 
failure  of  accident  reporting  laws  which  existed  before  the  enact- 
ment of  workmen's  compensation  statutes,  in  the  incompleteness 
in  the  reporting  of  short  time  accidents  causing  disability  for 
which  no  compensation  is  payable,  and  in  the  failure  of  the  occu- 
pational disease  reporting  laws.  In  all  these  cases  the  failure  of 
the  law  was  due  to  the  same  cause — the  lack  of  any  financial 
interest  on  the  part  of  the  injured  employee,  or  of  the  employer, 
or  of  the  physician,  to  make  reports. 

Even  in  states  where  workmen's  compensation  laws  have  been 
enacted,  many  accidents  are  not  and  will  not  be  reported  for 
very  definite  and  easily  intelligible  reasons : 

1.  Many  industries  are  not  covered  by  the  compensation  law, 
and  there  is  therefore  no  motive  for  reporting.  Some  state  laws 
cover  only  hazardous  industries,  some  only  a  selected  list  of  highly 
hazardous  industries,  others  while  perhaps  covering  the  same 
industries  require  an  election  of  the  compensation  act  on  the  part 
of  the  employer.  In  nearly  all  states,  agricultural  employments 
and  domestic  service  are  not  covered,  nor  are  casual  workers. 

2.  Many  of  the  states  provide  for  the  exclusion  from  the 
compensation  law  of  employers  with  less  than  a  specified  number 
of  workmen,  this  specified  number  being  in  five  states  as  low  as 
three,  but  in  other  states  being  four,  five,  six,  or  even  as  high  as 
ten,  eleven,  or  sixteen. 

3.  Short-time  accidents  are  not  covered  by  the  law  in  most 
of  the  states.     The  waiting  time  during  which  no  compensation 
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is  payable  varies  greatly,  being  as  low  as  three  days  in  several 
jurisdictions,  but  as  high  as  seven  days,  ten  days,  or  fourteen 
days  in  other  jurisdictions.  The  exclusion  of  these  short  time 
accidents  greatly  affects  the  number  subject  to  compensation. 
Thus,  a  seven-day  waiting  period  means  for  industries  in  general 
the  exclusion  from  compensation  of  about  45  per  cent  of  all 
accidents,  a  ten-day  period  50  per  cent,  while  a  fourteen-day 
period  means  the  exclusion  of  over  60  per  cent. 

The  result  of  all  this  is  that  even  in  those  states  where  a 
majority  of  employees  are  covered  by  the  Avorkmen's  compensa- 
tion law,  a  large  percentage  of  the  accidents  which  occur  are  not 
under  the  law  and  are  not  reported.  In  many  of  the  compensa- 
tion states,  probably  more  than  half  the  lost  time  accidents  are 
never  reported  even  in  those  employments  which  are  subject  to 
the  compensation  law. 

It  should  not  be  understood  from  what  has  been  said  that  no 
effort  is  made  by  administrative  authorities  to  secure  reports  of 
industrial  accidents.  It  is  true  that  many  of  the  state  commis- 
sions have  no  jurisdiction  over  accident  reports  and  some  of  them 
are  strongly  of  the  opinion  that  their  activities  ought  not  to 
extend  to  jurisdiction  over  accident  reporting,  but  should  be 
limited  exclusively  to  the  adjudication  of  compensation  claims. 
On  the  other  hand,  a  considerable  number  of  the  compensation 
commissions  regard  it  as  one  of  their  most  important  duties,  and 
are  persistent  in  attempting  to  secure  reports  of  all  accidents, 
and  have  been  most  successful  in  accident  prevention  work. 

This  absence  of  accident  reporting  is  particularly  unfortunate 
in  that  it  limits  accident  prevention  work  by  withholding  knowl- 
edge of  the  location,  nature  and  extent  of  accident  hazards. 
Probably  most  employers  who  are  not  reporting  accidents  to 
their  workmen  are  doing  no  accident  prevention  work,  and  have  no 
definite  knowledge  of  the  full  extent  of  the  losses  resulting  to 
themselves  as  well  as  to  their  men  on  account  of  accidents,  a  large 
percentage  of  which  are  preventable.  But  let  us  clearlv  dis- 
tinguish. The  absence  of  accident  reports  from  some  employers 
and  the  incompleteness  of  reports  from  others  are  not  reasons  for 
neglecting  to  make  the  best  practical  use  of  the  experience  avail- 
able in  cases  reported.  Good  representative  statistics  are  often- 
times an  excellent  substitute  for  complete  statistics.  The  analy- 
sis and  study  of  accident  experience  of  half,  or  even  of  a  tenth,  of 
an   industry   will   usually    show   what    is    happening   practically 
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throughout  the  industry,  and  will  serve  many  of  the  purposes  of 
accident  prevention  work. 

The  serious  difficulties  in  the  way  of  making  comparisons  of 
the  industrial  accident  and  workmen's  compensation  statistics  of 
various  countries  had  made  the  subject  of  uniform  accident  re- 
porting and  standard  methods  of  tabulation  of  industrial  acci- 
dents and  compensation  one  of  serious  concern  to  the  United 
States  Bureau  of  Labor  Statistics  for  some  years  prior  to  1914*. 
In  its  numerous  studies  of  accidents  and  of  workmen's  compensa- 
tion, and  especially  in  the  preparation  of  its  Twenty-fourth 
Annual  Report,  Workmen's  Insurance  and  Compensation  Sys- 
tems in  Europe,  the  Bureau  had  found  the  lack  of  uniformity  in 
compensation  law  and  administrative  organization,  and  the  ab- 
sence of  generally  accepted  definitions,  a  very  serious  obstacle  in 
the  way  of  making  much  desired  comparisons  of  the  experience 
of  the  various  countries.  For  this  reason  it  seemed  especially 
important  that  an  attempt  should  be  made  early  in  the  develop- 
ment of  the  workmen's  compensation  movement  in  the  United 
States  to  work  out  a  plan  for  uniform  accident  and  compensation 
statistics  which  it  might  be  possible  for  the  various  states  to 
adopt  and  gradually  to  put  into  operation. 

A  conference  of  officials,  representatives  of  large  employers  and 
insurance  companies,  and  others  most  interested  was  accordingly 
called  by  Commissioner  of  Labor  Statistics  Royal  Meeker,  and 
the  first  meeting  was  held  in  New  York  City  February  26,  1914<. 
In  this  first  meeting,  and  in  four  others  held  during  1914)  under 
the  same  auspices,  marked  progress  was  made,  the  subjects  dis- 
cussed being: 

1.  The  definition  of  a  reportable  accident. 

2.  The  unit  of  risk  for  computation  of  accident  rates. 

3.  The  classification  of  industries. 

4.  The  computation  of  the  rate  of  accidents. 
.5.     Accident  report  forms. 

6.  Time  of  reporting  accidents. 

7.  Classification  of  accidents  according  to  consequences. 

8.  Number  of  men  exposed  to  risk. 

In  April,  1914i,  at  a  meeting  held  in  Lansing,  Michigan,  The 
National  Association  of  Industrial  Accident  Boards  and  Com- 
missions was  organized  "to  bring  into  closer  relation  with  one 
another  the  various  boards  and  commissions  administering  com- 
pensation laws  in  the  United  States,  to  effect  so  far  as  possible 
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uniformity  of  legislation  and  administration  of  such  laws,  and  to 
encourage  and  give  effect  to  all  measures  looking  toward  the  pre- 
vention of  accidents  and  the  safeguarding  of  plants  and  ma- 
chinery." On  January  12,  1915,  a  special  meeting  of  this  asso- 
ciation was  held  in  Chicago  for  the  purpose  of  considering  the 
standardization  of  accident  statistics.  At  this  meeting  a  com- 
mittee on  statistics  and  compensation  insurance  cost  was  created 
and  charged  with  the  duty  of  preparing  as  expeditiously  as  pos- 
sible reports  on: 

1.  Uniform  tables  for  the  establishment  of  compensation 
costs. 

2.  Uniform  classification  of  industries. 

3.  Uniform  classification  of  causes  of  accidents. 

4.  Uniform  classification  of  nature  of  injuries. 

The  committee  was  directed  to  send  a  copy  of  these  reports 
to  each  member  of  the  association,  and  to  make  a  final  report  at 
the  regular  meeting  of  the  association  in  September  of  the  same 
year. 

The  instructions  given  by  the  association  to  the  committee  at 
the  time  of  its  creation  show  that  the  association  little  knew  the 
difficulties  of  the  committee's  task.  Since  its  organization,  the 
committee  has  held  some  twenty  meetings  and  submitted  six  re- 
ports to  the  association.  These  reports  have  been  included  in 
the  proceedings  of  the  association  as  printed  in  Bulletins  of  the 
U.  S.  Bureau  of  Labor  Statistics,  and  in  several  numbers  of  the 
Bureau's  Monthly  Labor  Review.  They  have  finally  been  brought 
together  and  published  in  full  as  Bulletin  276  of  that  Bureau. 

The  conferences  called  by  Commissioner  Meeker  in  1914  made 
such  progress  that  when,  in  January,  1915,  the  newly  organized 
Association  of  Industrial  Accident  Boards  and  Commissions  ap- 
pointed a  committee  on  statistics  and  compensation  insurance 
cost,  several  members  of  which  had  participated  in  all  of  the 
earlier  conferences,  the  new  committee  was  able  to  take  a  fWing 
start  by  adopting  nearly  all  the  conclusions  of  these  conferences. 

The  purpose  which  the  committee  has  kept  clearly  before  it 
throughout  has  been  to  work  out  standard  definitions,  classifica- 
tions, forms,  and  methods  which  will  be  practicable  in  spite  of  the 
limitations  of  the  widely  varying  state  compensation  laws,  and 
at  the  same  time  serve  the  needs  of  the  commissions,  state  labor 
department  officials,  employers,  employees,  insurance  carriers, 
legislators,  and  the  public.     The  scope  of  the  committee's  work 
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has  included  standard  definitions  of  such  fundamental  terms  as 
accident,  cause  of  accident,  permanent  total  disability,  perma- 
nent partial  disability ;  standard  forms  and  practice  for  accident 
reporting,  classifications  of  industries,  causes  of  accidents,  loca- 
tion and  nature  of  injury,  and  extent  of  disability;  standard 
method  of  computing  accident  frequency  rates ;  formulation  of 
standard  scale  of  weights  to  express  the  severity  of  accidental 
injuries  in  terms  of  time  loss;  standard  forms  of  tables  for  the 
presentation  of  accident  and  compensation  statistics ;  and  stand- 
ard methods  of  comparing  compensation  costs.  The  committee 
has  been  charged  also  by  the  association  with  the  duty  of  study- 
ing and  recommending  standard  uniform  schedules  for  permanent 
partial  disabilities  in  compensation  laws. 

The  committee  found  it  necessary  to  begin  with  the  elements  and 
formulate  definitions  of  given  terms  in  order  to  secure  some  degree 
of  uniformity  and  usage.  It  was  found  that  some  state  laws  at- 
tempted to  require  reports  of  all  accidents,  some  only  those  in- 
volving loss  of  time,  others  only  those  resulting  in  loss  of  time  of 
more  than  one  week,  ten  days,  or  two  weeks.  It  was  obvious  that 
statistics  based  upon  such  variable  definitions  of  the  most  element- 
ary term  could  never  be  used  to  indicate  accident  hazard,  or  rate 
of  accident  occurrence.  While  some  states  were  attempting  to 
secure  reports  of  all  lost  time  accidents,  others  were  deliberately 
neglecting  from  40  to  60  per  cent  of  them.  To  avoid  this  diffi- 
culty, tlic  connnittee  recommended  the  adoption  of  the  term  Tah- 
ulatahle  Accident,  which  it  defined  as  one  resulting  in  death, 
permanent  disability,  or  loss  of  time  other  than  the  remainder  of 
the  day,  shift,  or  turn  on  which  the  injury  occurred.  To  describe 
the  accidents  subject  to  compensation  under  the  law  of  each  par- 
ticular state,  the  term  Compensable  Accident  was  adopted.  To 
cover  that  class  of  accidents  resulting  in  no  time  and  wage  loss, 
but  requiring  some  medical  expenditure,  the  term  Reportable 
Accident  was  adopted,  inasmuch  as  it  was  recognized  that  any 
accident  which  was  the  subject  of  expenditure  should  be  reported 
to  the  administrative  authority. 

To  assist  in  securing  uniformity  in  the  forms  and  practice  of 
accident  reports,  a  standard  form  of  accident  report  was  worked 
out  by  the  committee.  This  provided  for  a  first,  and  for  sup- 
plemental and  final  reports.  The  first  report  followed  closely, 
with  slight  changes,  the  form  originated  b}'  the  American  Associa- 
ton  for  Labor  Legislation  in  December,   1911.      It  was   recom- 
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mended  that,  subject  to  the  requirement  of  state  laws,  all  report- 
able accidents  should  be  reported  to  the  proper  state  authority 
within  forty-eight  hours  after  occurrence.  While  the  exact  time 
within  which  an  accident  should  be  reported  is  not  especially 
important,  it  seemed  necessary  to  emphasize  promptness  of  re- 
porting as  of  very  decided  importance  in  guarding  against  failure 
to  report,  and  in  permitting  early  investigation  in  case  of  need. 

The  classification  of  industries  according  to  the  nature  of  the 
business  for  the  purpose  of  accident  statistics  was  one  of  the 
earliest  and  most  troublesome  tasks  of  the  committee,  as  well  as 
one  of  the  most  important  with  reference  to  accident  prevention 
and  insurance  premium  rates.  The  greatest  confusion  in  indus- 
trial classification  existed  and  apparently  no  American  or  foreign 
classification  could  be  found  which  seemed  to  have  any  scientific 
or  logical  basis.  Inasmuch  as  a  great  part  of  the  insurance 
under  compensation  laws  is  carried  by  the  casualty  insurance 
companies,  the  classification  used  by  them,  which  is  the  develop- 
ment of  many  years,  was  necessarily  taken  as  the  starting  point 
with  the  committee.  Although  the  committee  has  published  two 
revisions  of  its  original  classification,  the  result  cannot  be  con- 
sidered satisfactory  or  final.  The  tendency  has  been  toward 
simplification  by  the  omission  of  classifications  which  are  prac- 
tically duplicates  and  the  combination  of  many  other  classifi- 
cations which  represent  similar  and  approximately  equal  hazards. 
The  committee  gave  much  study,  without  success,  to  the  ques- 
tion of  whether  it  was  possible  to  devise  a  classification  of  in- 
dustries which  could  be  adopted  not  only  for  compensation  but 
also  for  purposes  of  census  and  other  industrial  statistics.  The  re- 
vised classification  of  industries  is  believed  to  be  the  best  of  its  kind 
yet  formulated.  Its  adoption  by  the  agencies  interested  in  work- 
men's compensation  would  be  an  important  step  toward  securing 
uniformity  in  industrial  accident  statistics.  The  committee's  re- 
vised classification  of  industries  includes  eight  divisions,  thirty-six 
schedules,  and  one  hundred  fifty-three  groups.  The  sub-division 
of  the  groups  into  classifications  was  made  in  the  lists  formerly 
published  by  the  committee.  In  the  latest  revision,  however,  these 
classifications  have  been  omitted  because  an  entirely  satisfactory 
revision  had  not  been  worked  out. 

The  first  step  in  the  preparation  of  a  classification  of  causes 
of  accidents  was  the  adoption  of  a  standard  definition,  as  practice 
was  found  to  vary  greatly  in  the  different  jurisdictions.     The 
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whole  purpose  of  the  classification  of  accidents  by  causes  is  acci- 
dent prevention.  The  committee,  therefore,  in  its  definition  of 
cause  of  accident  adopted  the  recommendation  that  the  accident 
should  be  charged  to  that  condition  or  circumstance  the  absence 
of  which  would  have  prevented  the  accident ;  but  if  there  be  more 
than  one  such  condition  or  circumstance,  then  to  the  one  most 
easily  preventable.  The  question  of  remote  initiating  cause  or  of 
personal  responsibility  was  ignored  as  in  most  cases  impossible 
of  determination  and  after  all  often  a  matter  of  personal  judg- 
ment. The  immediate  cause  as  defined  by  the  committee  is  the 
tangible  fact  capable  of  definite  ascertainment.  To  go  further 
would  be  to  venture  into  the  field  of  speculation,  where  personal 
bias  would  too  often  determine  the  result. 

The  committee's  original  classification  of  causes  was  adopted 
in  1916,  but  was  revised  two  years  later  upon  the  experience  of 
members  of  the  committee  representing  a  considerable  number  of 
state  commissions.  The  present  classification  includes  eleven 
general  headings  and  several  hundred  sub-headings,  in  addition 
to  a  classification  of  power  work  machines  with  about  three 
hundred  sub-headings. 

The  committee's  classification  of  causes  does  not  include  the 
desirable  sub-headings  under  the  general  head  Poisonous  Sub- 
stances and  Occupational  Diseases.  This  is  due  to  the  lack  of 
experience  data  which  will  permit  the  preparation  of  the  desired 
lists. 

Classification  by  location  and  nature  of  injury  refers  to  the 
injury  sustained  at  the  time  of  the  accident,  as  distinguished  from 
the  result  or  consequences  of  the  accident.  The  location  of 
injury  classification  follows  the  common  anatomical  divisions, 
beginning  with  the  head  and  ending  with  the  feet.  Rules  of  prac- 
tice were  also  adopted  to  guard  against  a  variety  of  interpreta- 
tions. 

The  classification  of  extent  of  disability  refers  merely  to  the 
classification  into  temporary  total  or  partial  disability,  perma- 
nent total  or  partial  disability,  and  fatal,  distinction  being  made 
between  those  permanent  disabilities  which  are  dismemberments 
and  those  wliich  result  in  impairment  of  function. 

The  classification  of  degree  of  partial  disability  is  for  the 
purpose  of  giving  a  measure  of  the  partial  disability  where  the 
character  of  the  compensation  act  permits.  Under  some  of  the 
laws,  however,  where  the  compensation  is  based  on  loss  of  earnings, 
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no  determination  of  the  degree  of  partial  disability  is  ever  made. 

For  the  purposes  of  accident  prevention,  it  is  particularly 
important  that  there  should  be  tabulations  permitting  some  meas- 
urement of  accident  hazard,  and  for  checking  up  the  effectiveness 
of  accident  prevention  measures.  Tables  showing  the  frequency 
of  accidents  have  been  commonly  used  for  this  purpose.  Attempts 
to  compare  the  hazards  of  different  industries,  or  of  the  same 
industry  at  different  times,  have  been  somewhat  unsatisfactory 
because  of  the  lack  of  a  definite  basis  of  comparison.  Two  chief 
difficulties  present  themselves:  (1)  the  lack  of  an  accepted  rule 
as  to  what  accidents  shall  be  counted,  and  (2)  the  lack  of  a  uni- 
form and  adequate  basis  for  the  computation  of  accident  rates. 

The  adoption  of  the  standard  definitions  already  referred  to 
will  readily  remove  the  first  difficulty.  The  determination  of  a 
uniform  satisfactory  unit  of  exposure  as  the  basis  for  measuring 
the  frequency  of  accident  occurrence  presents  a  much  more  serious 
question.  The  common  method  of  compiling  accident  statistics 
was  to  express  the  frequency  rate  per  year  in  terms  of  number  of 
accidents  per  one  thousand  workers.  This  term  was  usually  un- 
derstood to  be  based  on  average  number  of  workmen,  which  inves- 
tigation showed  to  mean  sometimes  the  usual  or  normal  number, 
sometimes  the  average  number,  arrived  at  by  an  off-hand  guess, 
sometimes  the  average  number  based  upon  various  methods  of 
computation.  Usually  no  account  was  taken  of  the  number  of 
daj's  or  hours  in  the  year  during  which  the  workmen  were  actually 
exposed  to  risk  of  accident.  Of  two  plants  showing  the  same 
accident  rate  on  paper,  one  might  represent  an  exposure  of  365 
da^'s  of  10  hours  or  365,000  hours,  the  other  240  days  of  8 
hours  each  or  192,000  hours.  With  such  a  method  of  computa- 
tion, accident  rates  were  indefinite  and  meaningless  because  of  the 
indefinite  and  variable  factors. 

The  method  recommended  by  the  joint  committee  of  the  Inter- 
national Institute  of  Statistics  and  the  International  Congress  on 
Industrial  Insurance  and  Accidents,  which  has  already  been  refer- 
red to,  provided  for  a  unit  of  exposure  in  terms  of  so-called  full 
time  workers,  that  is,  men  working  300  days  of  10  hours  each 
per  year,  or  3000  hours.  This  plan  was  familiar  to  members 
of  the  committee  from  its  use  in  German  and  Austrian  accident 
reports.  The  plan  had  also  been  used  by  the  U.  S.  Bureau  of 
Labor  Statistics  in  its  studies  of  accidents  in  the  iron  and  steel 
and  machine  building  industries,  where  the  number  of  man  hours 
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worked  per  year  had  been  ascertained  from  accurate  records  in 
each  establishment.  This  unit  of  exposure,  it  should  be  under- 
stood, is  an  arbitrary  one  and  was  not  intended  to  suggest  a  ten 
hour  day  or  a  tliree  hundred  day  year  as  the  actual  or  ideal  work- 
ing day  and  working  year  in  industrial  plants.  It  is  merely  a 
unit  of  measure  for  the  purpose  of  ascertaining  accident  fre- 
quency. 

This  unit  of  measure  of  the  three  hundred  day  worker  was 
recommended  for  adoption  by  the  committee  in  1915,  and  was  used 
to  a  considerable  extent  in  accident  statistics.  Some  large  indus- 
trial plants  adopted  the  method  for  use  in  tabulating  their  indi- 
vidual records  for  purposes  of  accident  prevention.  However,  a 
certain  amount  of  criticism  arose,  due  to  some  dissatisfaction  on 
the  part  of  both  employers  and  employees  with  this  unit  of  meas- 
ure. It  was  objected  that  the  three  thousand  hour  worker 
implied  some  judgment  regarding  the  proper  length  of  the  work- 
ing day  and  the  Avorking  year.  It  was  pointed  out  that  the  eight 
hour  day  was  gradually  becoming  the  standard  working  day,  and 
that  a  unit  of  measure  of  twenty-four  hundred  hours  per  year 
would  more  nearly  reflect  the  working  time  in  some  industries. 
The  two  thousand  hour  year  was  also  suggested  as  more  nearly 
representative  for  a  full  time  year  in  the  coal  mining  industry. 
The  committee,  thereupon,  after  careful  consideration  of  these 
objections,  recommended  a  change  in  the  unit  of  measure  from  the 
three  thousand  hour  year  to  a  thousand  hours  of  exposure,  and 
at  its  meeting  in  December,  1919,  recommended  that  both  accident 
frequency  and  severity  rates  be  computed  on  the  basis  of  one 
thousand  hours  exposure  instead  of  three  thousand  hours  expo- 
sure, as  heretofore.  The  committee  pointed  out  that  the  thousand 
hour  exposure  was  an  acceptable  scientific  mathematical  unit  of 
measure  to  which  any  other  unit  of  exposure  was  readily  con- 
vertible. 

This  method  furnished  an  accurate  measure  of  the  frequency  of 
accident  occurence.  The  true  measure  of  the  hazard  of  the 
industry,  however,  is  not  expressed  by  the  mere  number  of  acci- 
dents per  thousand  hours'  exposure.  Entirely  different  hazards 
might  be  expressed  by  the  same  accident  frequency  rate,  since  in 
such  rates  the  most  trivial  lost  time  accident  is  given  quite  as  much 
weight  as  a  death  or  permanent  total  disability. 

Fully  95  per  cent  of  all  lost  time  accidents  leave  no  permanent 
impairment  of  earning  capacity,  and  a  great  majoritj'  of  them 
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cause  only  a  few  days'  disability.  A  single  death  results  in  more 
economic  loss  than  several  hundred  average  temporary  disabilities. 
Furthermore,  no  fixed  relation  exists  between  the  number  of 
deaths  and  of  permanent  and  temporary  disabilities  in  various 
industries.  While  deaths  are  infrequent  in  the  textile  industries, 
and  in  many  of  the  lighter  machine  trades,  they  are  many  times 
more  frequent  among  coal  miners,  railway  trainmen,  seamen,  and 
on  construction  work.  Accident  rates  which  do  not  take  these 
differences  into  account  are  inaccurate  and  misleading. 

The  committee,  accordingly^,  sought  some  method  of  reducing 
temporary  disabilities,  permanent  disabilities,  and  deaths  to  some 
common  denominator  expressive  of  economic  loss  or  industrial 
hazard.  The  time  loss  was  readily  fixed  upon  as  the  most  signifi- 
cant, stable,  and  convenient  expression.  It  was  naturally  sug- 
gested, since  the  temporary  disabilities,  Avhich  constitute  95  per 
cent  of  all  accidents,  are  of  necessity  measured  in  the  record  and 
compensated  on  the  basis  of  days  lost.  Furthermore,  no  other 
measure  seems  readily  available.  The  physical  results  could  hard- 
ly be  reduced  to  a  common  denominator.  The  compensation  cost 
would  not  serve  the  purpose,  as  it  would  vary  greatly  from  state 
to  state,  and  change  with  amendments  to  the  law.  The  wage  loss, 
likewise,  would  vary  from  locality  to  locality  and  from  time  to 
time.  The  time  loss  is  apparently  the  only  available  unit  of 
measure  which  is  both  significant  and  stable. 

For  the  purpose  of  expressing  the  hazard  indicated  by  deaths 
and  permanent  disabilities  in  terms  of  time  loss  it  was  assumed  that 
the  injured  workman  of  average  age,  if  not  disabled,  would  have 
had  a  working  life  expectancy  equal  to  about  two-thirds  of  his 
full  life  expectancy  as  shown  by  the  American  Experience  Table. 
The  approximate  average  age  of  workmen  fatally  injured  was 
found  to  be  thirty-three  years  and  a  reasonable  time  loss  equiv- 
alent was  fixed  at  twenty  years,  or  six  thousand  working  days. 
An  equal  time  loss  was  assigned  to  permanent  total  disability, 
while  proportionate  losses  were  assigned  for  permanent  partial 
disabilities  upon  a  percentage  rating  of  degree  of  disability  ex- 
pressive of  the  judgment  of  the  committee  after  a  study  of  foreign 
and  American  disability  schedules  and  American  experience. 

The  use  of  this  table  of  time  loss  equivalents  for  weighting 
deaths  and  permanent  disabilities  to  show  accident  hazard  permits 
the  computation  of  a  single  rate  expressive  of  accident  severity 
in  terms  of  days  lost  per  one  thousand  hours'  exposure.  It  is  thus 


152  American  Economic  Association 

relatively  easy  to  compare  accident  experience  from  year  to  year, 
from  industry  to  industry,  and  from  state  to  state.  The  method 
is  equally  suitable  for  use  in  any  establishment  with  a  sufficient 
number  of  employees  to  make  a  rate  significant  and  has  been  so 
used. 

The  scale  of  weighting  recommended  is  intended  merely  as  a 
standard  for  comparing  severity  of  accident  injuries  and  the  acci- 
dent hazards  of  employment,  but  is  not  set  up  as  a  basis  for 
awarding  compensation. 

The  sixteen  standard  tables  and  the  standard  method  of  com- 
paring compensation  costs  recommended  by  the  committee  need 
only  be  mentioned  here.  Three  of  the  tables  recommended — those 
relating  to  accident  frequency  and  severity  rates,  and  that  de- 
signed to  compare  time  losses  resulting  from  the  various  causes — 
are  equally  useful  for  a  state  jurisdiction  or  for  the  individual 
employer,  and  have  been  so  used.  Some  of  the  other  tables,  while 
intended  primarily  to  assist  in  analyzing  experience  for  ascertain- 
ing costs,  determining  premium  rates,  and  other  administrative 
purposes,  are  applicable  to  individual  uses. 

The  Committee  on  Statistics  is  continuing  its  work,  for  it  is  in 
no  sense  ended.  A  solid  foundation  has  been  laid  which,  it  is 
believed,  will  stand  without  important  changes  (except  perhaps 
such  as  are  to  be  expected  in  the  classification  of  industries). 

The  usual  difficulties  between  acceptance  in  principle  and  adop- 
tion into  full  operation  will  necessarily  make  progress  in  stand- 
ardization somewhat  slow.  Commissions  are  obliged  to  take  the 
position  that  the  adjustment  and  payment  of  claims  must  take 
precedence  over  any  other  work.  In  most  states,  therefore,  ad- 
ditional appropriations  must  be  made  available  before  material 
changes  or  expansion  of  statistical  work  is  possible. 

A  considerable  number  of  commissions  have  made  a  beginning 
in  putting  the  committee's  recommendations  into  effect  and  year 
by  year  better  and  more  adequate  statistics  are  put  forth,  includ- 
ing valuable  special  studies.  The  questions  concerning  proposed 
amendments  to  the  laws  and  their  probable  effect,  witli  which  com- 
missions and  legislators  arc  constantly  confronted,  will  gradually 
force  a  continuous  study  and  analysis  of  the  facts  of  actual  ex- 
perience in  a  systematic  manner — whicli  is  the  purpose  of  all 
statistical  work. 


WORKMEN'S  COMPENSATION— DISCUSSION 

Powers  Hapgood. — In  the  bituminous  coal  fields  of  central  Penn- 
sylvania there  exist  striking  illustrations  of  the  ways  in  which  com- 
pensation legislation  at  times  fails  to  accomplish  its  purpose.  The 
miners  of  this  section  are  for  the  most  part  members  of  District  No.  2 
of  the  United  Mine  Workers,  but,  unlike  the  miners  of  the  anthracite 
districts,  they  are  not  protected  by  the  union  in  respect  to  their  com- 
pensation rights.  For  this  reason  the  miners  who  are  injured  and 
the  widows  of  those  who  have  been  killed  often  are  taken  advantage 
of  by  self-insured  coal  operators  or  insurance  carriers. 

James  Mark,  the  vice-president  of  District  No.  2,  in  a  plea  before 
a  district  convention  for  union  action  on  this  matter,  voiced  the  esti- 
mate that  the  miners  of  this  district  lose  at  least  half  a  million  dollars 
a  year  in  compensation  which  is  rightfully  theirs.  It  was  because 
of  this  statement  that  I  was  sent  to  central  Pennsylvania  last  May, 
by  the  Bureau  of  Industrial  Research  of  New  York,  to  find  out  if 
there  were  really  any  concrete  instances  in  w^hich  miners  are  losing 
compensation. 

Soon  after  my  arrival  in  the  coal  fields  I  happened  to  be  in  the 
waiting-room  of  an  attorney  who  handles  cases  for  miners  who  are 
not  able  to  get  compensation  themselves.  An  old  Slavic  miner  was 
waiting  to  see  the  attorney,  and  I  had  a  talk  with  him.  He  had  his 
right  arm  hung  in  a  sling  made  out  of  an  old  suspender.  There  seem- 
ed to  be  scarcely  any  connection  between  the  upper  and  lower  parts 
of  his  arm,  other  than  the  old  blue  cotton  shirt  which  he  wore,  as 
he  could  swing  the  lower  part  of  his  arm  like  a  pendulum  at  a  point 
a  few  inches  above  the  elbow.  He  could  twist  his  arm  in  all  di- 
rections at  another  point,  a  couple  of  inches  below  the  shoulder.  It 
was  obvious  that  his  arm  was  forever  made  useless  by  the  rock  which 
fell  from  the  roof  of  the  mine  on  April  3,  1919.  Yet  at  the  time  I 
saw  him,  over  two  years  after  his  accident,  he  had  not  received  the 
greater  part  of  the  compensation  due  him.  This  old  miner  had  been 
forced  to  eke  out  his  existence  for  some  time  as  a  beggar  bv  showing 
his  arm  from  house  to  house  and  asking  for  assistance.  Finally  he 
had  come  to  the  attorney  and  asked  him  to  fight  his  case  for  him, 
and  he  was  in  the  office  at  the  time  I  saw  him  to  learn  the  result. 

The  attorney  had  just  been  informed  that  he  had  won  compensation 
for  the  miner  for  the  loss  of  an  arm.  I  asked  him,  when  I  was  admit- 
ted into  his  private  room,  if  he  would  be  willing  to  tell  me  what  he 
was  going  to  charge  the  old  man  for  his  services.  The  attorney 
replied  that  at  least  $200,  possibly  more,  would  be  taken  out  of  the 
miner's  compensation  as  his  fee. 

I  was  greatly  surprised  that  the  attorney  admitted  the  fee  in  this 
case  so  readily,  but  in  the  course  of  our  conversation  it   developed 
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that  he  was  glad  to  have  it  known  how  badly  the  compensation  situa- 
tion was  being  handled  in  the  coal  fields  of  central  Pennsylvania.  He 
does  not  want  to  handle  compensation  cases^  as  he  can  spend  his 
time  more  profitably  in  other  kinds  of  work.  When  injured  miners 
and  widows  come  to  him  with  their  stories  of  unfair  treatment,  how- 
ever, he  feels  that  he  must  take  up  the  cases ;  but  if  he  wins  compensa- 
tion for  them  he  feels  that  he  is  entitled  to  reimburse  himself  for  the 
expenses  which  he  undergoes  in  fighting  the  cases  and  for  the  losses  he 
sustains  by  transferring  his  energies  from  other  work.  For  the  wel- 
fare of  the  miners  he  believes  that  something  should  be  done  to 
eliminate  the  great  expense  which  individual  workers  have  to  bear 
in  getting  their  compensation,  and,  at  the  time  I  saw  him  he  gave 
me  the  details  of  other  cases  in  which  miners  or  their  widows  had  lost 
heavily  because  of  the  necessity'  of  paying  attorney  fees.  He  told 
me  that  it  will  cost  one  widow  with  four  young  children,  for  whom 
he  has  recently  won  compensation  after  a  hard  fight,  close  to  $1000 
before  she  pays  all  the  expenses  of  obtaining  compensation.  She  will 
have  left  only  about  $5000  on  which  to  support  herself  and  bring  up 
her  young  children.  This  attorney,  and  others  whom  I  saw  later,  told 
me  of  other  cases  in  which  it  cost  widows  or  miners  from  $300  to 
$1000  to  get  compensation. 

The  expense  of  hiring  attorneys  in  contested  cases  is  not  the  only 
way  in  which  miners  and  widows  lose  compensation.  By  talking  with 
injured  miners  in  their  homes,  I  found  cases  in  which  they  had  not 
received  compensation  because  they  did  not  understand  their  rights 
under  the  law  and  had  meekly  submitted  when  the  companies  or  their 
doctors  had  told  them  that  they  were  not  entitled  to  compensation. 
This  is  especially  true  among  the  foreign  born  and  non-English  speak- 
ing miners,  who  can  easily  be  taken  advantage  of. 

Take  the  case  of  Mike  V.,  for  instance,  a  Hungarian  who  told  me 
his  story  as  we  sat  on  a  cot  in  his  rough  little  home.  On  January  26, 
1920,  he  received  a  naval  rupture  when  he  was  lifting  a  mine  car 
onto  the  track  that  had  come  off  when  he  was  dropping  it  down  the 
grade  from  his  room.      Five  days  after  the   accident  he  went  to  the 

hospital  and  on  February  7  he  was  operated  on  by  Dr.  H .     He 

spent  three  weeks  and  five  days  in  the  hospital,  which  cost  him  $45, 
and  he  still  owes  the  doctor  $75  for  the  operation.  He  was  not  able 
to  go  back  to  work  until  May,  and  was  thus  due  three  months'  com- 
pensation, as  well  as  the  cost  of  hospital  and  medical  services  for 
the  first  thirty  days  of  his  trouble.  Altogether  this  would  have  come 
to  about  $250. 

A  few  weeks  after  he  came  out  of  the  hospital,  Mr.  V.  called  on 
Dr.  H.  and  asked  him  to  put  in  a  report  so  that  he  could  get  com- 
pensation.    Mr.  V.  told  me  that  the  doctor  answered  his  request  by 
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saying.  "No,  no  we  don't  pay  nothing  for  rupture."  Because  of 
this  he  went  home,  believing  that  it  was  impossible  for  him  to  get 
compensation,  and  for  this  reason  he  did  not  talk  about  his  case  any 
more  until  be  told  it  to  me. 

I  went  to  see  Dr.  H.  and  asked  him  if  Mr.  V's  story  was  true  and 
if  he  had  told  him  that  there  was  no  compensation  paid  for  rupture. 
He  replied  that  he  had  told  the  injured  miner  that  "there  is  nothing 
paid  for  rupture  when  it  isn't  gotten  at  work,"  and  he  went  on  to 
say  that  he  had  understood  Mr.  V.  to  say  that  he  had  been  bothered 
with  this  rupture  for  some  time  and  that  he  thought  it  was  time  he 
was  getting  an  operation.  It  was  his  understanding  that  Mr.  V's 
accident  happened  a  long  time  before. 

This  misunderstanding  is  explained  by  the  fact  that  Mr.  V.  has 
great  difficulty  in  making  himself  understood  or  in  understanding 
other  people.  When  I  was  questioning  him  he  often  said  yes  when 
it  was  obvious  that  he  meant  no,  and  he  said  no  when  he  meant  yes. 
Several  times  I  asked  him  if  certain  facts  were  true  and  he  would  nod 
his  head  vigorously  and  say  yes  and  then  I  would  ask  him — "You  say 
these  facts  are  not  true.''" — and  he  would  nod  his  head  just  as  vigor- 
ously and  say  yes.  It  was  obvious  to  me  that  he  does  not  understand 
English  well  and  that  he  had  misunderstood  the  doctor's  statement 
that  "no  compensation  is  paid  for  rupture  when  it  wasn't  gotten  at 
work"  as  meaning  that  "we  don't  pay  nothing  for  rupture." 

When  I  told  him  that  Dr.  H.  had  said  that  he  told  him  that  he  had 
been  ruptured  a  long  time  ago,  Mr.  V.  did  not  flare  up  and  call 
the  doctor  a  liar,  but  he  shook  his  big  good-natured  head  and  said — 
"No,  Doctor  he  make  mistake.  I  told  him  I  get  ruptured  in  mine 
when  I  lift  car." 

It  is  not  surprising  that  Dr.  H.  misunderstood  Mr.  V's  description 
of  the  accident.  It  was  all  I  could  do  in  careful  questioning  to  under- 
stand his  broken  English,  and  on  some  points  I  had  to  get  an  assistant 
board  member  of  the  union  to  act  as  interpreter  for  me. 

Mr.  M.  (the  interpreter  and  union  officer),  when  he  found  out  about 
the  case,  was  going  to  try  to  get  compensation  for  him  until  he  found 
out  that  under  the  law  cases  are  barred  if  a  claim  petition  for  com- 
pensation has  not  been  filed  within  one  year  from  the  date  of  injury. 
Thus  Mr.  V.  has  forever  lost  the  compensation  that  was  due  him, 
and  his  wife  and  six  little  children  have  suffered  during  the  time 
he  was  out  of  work  when  $12  a  week  would  have  helped  them  greatly. 

Miners  and  widows  also  often  lose  compensation  because  they 
attempt  to  fight  their  OAvn  cases  without  attorneys  and  are  unable 
to  prove  their  claims  before  the  compensation  referee.  If  an  injured 
miner  is  not  given  compensation  by  his  employers  or  the  insurance 
carrier,  he  is  entitled  to  file  a  claim  petition  with  the  Workmen's  Com- 
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pensation  Bureau,  and  the  case  then  comes  to  a  hearing  before  the 
referee  in  the  locality.  Many  miners  and  widows  lose  their  cases, 
when  compensation  is  justly  due  them,  because  of  their  own  ignorance 
or  the  ignorance  of  the  witnesses.  They  don't  know  how  to  answer 
questions  so  as  to  do  justice  to  their  cases  and  in  cross  examination, 
foreign  born  people  especially,  get  tangled  up  in  their  answers  and 
say  things  they  do  not  mean. 

One  of  the  compensation  referees  told  me  that  frequently  he  had 
to  decide  cases  against  the  miners  and  widows,  although  he  felt  that 
they  really  merited  compensation.  He  said  he  had  to  decide  cases 
strictly  on  the  basis  of  the  evidence  given  before  him  at  the  hearings, 
and,  while  he  might  feel  that  the  claimants  deserved  compensation, 
he  can  not  give  it  to  them  unless  the  evidence  fully  warrants  it.  Often 
company  lawyers  are  so  clever  that  the  evidence  does  not  warrant 
awarding  compensation,  although  if  the  whole  truth  were  brought  out 
at  the  hearings  the  settlements  of  the  cases  would  be  different. 

The  company  doctors  are  a  great  hindrance  to  the  miners  in  getting 
compensation.  While  they  are  paid  by  the  men  through  the  doctor's 
fees  which  the  companies  collect  from  their  wages,  they  are  employed 
by  the  companies  and  as  a  consequence  many  of  them  are  subservient 
to  them.  A  compensation  referee  told  me  that  in  all  the  disputed 
cases  which  have  come  before  him  he  has  never  yet  seen  a  company 
doctor  testify  in  favor  of  a  miner  or  a  widow.  But  he  said  that  in 
almost  every  case  a  company  doctor  or  several  of  them  give  medical 
testimony  to  the  effect  that  the  case  in  question  is  not  compensable. 
To  oppose  this  testimony,  miners  have  to  pay  the  expense  of  going 
to  other  doctors  for  examinations  and  of  bringing  them  to  the  hear- 
ings to  testify  in  their  behalf. 

I  have  already  spoken  of  three  ways  in  which  miners  and  widows 
are  losing  compensation:  (1)  by  having  to  pay  attorney  fees  in  many 
instances;  (2)  by  not  knowing  their  rights  and  thus  losing  all  their 
compensation  through  failure  to  go  after  it;  and  (3)  by  not  being 
able  to  prove  their  claims  before  the  compensation  referees.  There 
is  also  a  fourth  way  in  which  miners  lose  compensation.  That  is  the 
loss  of  partial  disability  compensation.  Under  the  Workmen's  Com- 
pensation Act,  if  a  worker  is  injured  and  returns  to  work  at  reduced 
earning  power,  he  is  entitled  to  GO  per  cent  of  the  difference  between 
his  wages  before  and  after  the  accident  up  to  a  maximum  of  $12  a 
week.  During  my  investigation  in  central  Pennsylvania,  however, 
I  did  not  hear  of  a  single  case  in  which  a  miner  was  receiving  partial 
compensation.  The  miners  do  not  realize  tlieir  rights  in  this  regard, 
and,  even  if  they  did,  it  would  be  hard  for  them  to  get  compensation 
because  of  the  difficulty  they  would  have  in  proving  the  exact  extent 
of  their  loss  of  earning  power. 
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The  case  of  Joe  Y.  is  an  example  of  this  kind  of  loss.  I  saw  him 
and  his  wife  and  four  little  children  twice  at  their  little  house  in  the 
Adrian  Mining  Camps  and  later  verified  what  I  found  out  there  by 
going  over  the  files  of  the  Workmen's  Compensation  Board  at  Harris- 
burg.  Mr.  Y.  was  first  injured  December  14,  1916.  In  the  words 
of  the  employer's  report  of  the  accident,  signed  by  the  compensation 
agent  of  the  company,  "he  had  set  off  two  blasts  in  the  coal  the  evening 
before  which  had  left  some  of  the  coal  hanging.  He  started  to  load 
a  car  when  the  balance  of  the  loose  coal  fell,  some  of  it  striking  him." 
Two  ribs  were  broken  and  there  were  other  complications  which  kept 
him  away  from  work  until  October,  1917,  up  to  which  time  he  received 
compensation.  In  a  supplemental  report  of  the  accident  the  compen- 
sation agent  of  the  company  answered  the  question  asked  on  the  blank 
form — "Has  earning  power  been  reduced  as  the  result  of  the  accident?" 
— by  the  word"No."  Yet  Mr.  Y.,  who  had  been  a  coal  miner  earning 
fairly  good  money  before  his  accident,  was  put  to  work  in  October, 
1917,  in  the  car  shop  at  lower  wages  than  the  other  day  men  because 
he  was  not  strong  enough  to  do  a  man's  work.  He  told  me  that  he 
had  been  promised  partial  compensation,  but  that  he  had  never  got 
it.  There  was  no  record  of  his  having  received  it  at  Harrisburg.  His 
wages  when  he  went  back  to  work  were  only  30  cents  an  hour.  During 
the  following  year  and  a  half  when  other  wages  were  raised,  his 
wages  were  raised  to  41  cents,  then  to  44  and  a  fraction,  then  to  45  5-9 
cents  per  hour,  and  these  wages  were  by  no  means  what  the  other 
day  men  were  getting  and  much  below  what  Mr.  Y.  would  have  re- 
ceived at  the  tonnage  rate  of  his  old  occupation  as  coal  loader  or 
digger.  He  was  making  boy's  wages  while  the  other  men  were  making 
the  wages  of  war  time  and  of  the  period  immediately  following  the 
war.  This  condition,  in  which  Mr.  Y.  was  working  at  reduced  earn- 
ing power  with  no  partial  compensation,  lasted  for  a  period  which 
lacked  less  than  three  months  of  being  two  years.  On  July  21,  1919, 
the  unfortunate  man  strained  his  left  side  and  back  while  lifting  a 
car  and  he  is  now  totally  disabled  and  is  receiving  compensation.  The 
partial  disability  compensation  during  the  91  or  more  weeks  in  which 
Mr.  Y.  was  entitled  to  it,  however,  would  have  helped  a  great  deal  in 
making  the  family  less  miserable  and  the  little  children  less  hungry 
than  they  now  are. 

During  the  month  that  I  spent  investigating  these  conditions  I 
located  forty-five  cases  in  which  miners  or  the  widows  of  miners  were 
losing  or  had  lost  compensation  that,  it  seemed  to  me,  was  rightfully 
theirs.  Twenty-seven  of  the  clearest  cases  of  compensation  loss  have 
been  written  in  detail  and  are  now  on  file  with  the  Bureau  of  Industrial 
Research. 

The  estimate  of  James  Mark  that  the  miners  of  District  No.  2  lose 
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over  half  a  million  dollars  a  year  in  compensation  was  only  an  esti- 
mate, but  I  believe  that  a  continued  investigation  similar  to  the  one 
I  made  last  spring  would  show  that  this  figure  is  not  too  high. 

Carl  Hookstadt. — Dr.  Downey  has  given  an  excellent  analysis 
of  the  merits  and  demerits — particularly  demerits — of  the  actual  sta- 
tus of  compensation  legislation  in  the  United  States.  I  am  in  entire 
accord  with  every  statement  in  his  paper  except  perhaps  that  he  has 
given  a  too  rosy  view  of  the  efficiency  of  compensation  administration 
by  state  commissions.  It  may  be  true,  as  Dr.  Downey  says,  that 
"probably  no  branch  of  administration  in  this  country  is  better  con- 
ducted," but  the  administration  of  compensation  laws  in  practically 
every  jurisdiction  leaves  much  to  be  desired.  It  is  of  little  moment  to 
enact  a  compensation  law,  broad  in  scope  with  a  high  scale  of  benefits, 
if  the  injured  workers  do  not  receive  the  benefits  provided  in  the 
act.  To  secure  for  the  workmen  the  benefits  to  which  they  are  legally 
entitled  it  is  essential  not  only  that  an  administrative  commission  be 
provided,  but  that  the  commission  have  an  adequate  claim  department 
with  efficient  follow-up  methods.  Inasmuch  as  the  commissions  in  a 
large  majority  of  injury  cases  base  their  decisions  upon  written  re- 
ports furnished  by  employers,  physicians,  and  insurance  carriers,  it  is 
fundamental  that  these  reports  be  accurate,  and  that  they  tell  the 
whole  story.  It  is  unsafe  to  rely  upon  the  employers'  and  carriers' 
statements  as  to  the  severity  of  an  accident.  Investigations  made  in 
New  York,  California,  and  Illinois  have  disclosed  the  fact  that  the 
nature  of  the  injuries  were  systematically  misrepresented,  the  severity 
of  injuries  underestimated,  settlements  made  for  less  than  the  statu- 
tory scale,  and  many  accidents  were  not  even  reported.  The  com- 
missioners were  unaware  of  this  state  of  affairs  until  actual  tests  were 
made.  Undoubtedly  the  same  situation  exists  in  a  greater  or  less 
degree  in  every  competitive  compensation  insurance  state  in  the  Union. 

There  are,  however,  two  points  which  I  should  like  to  discuss — 
points  not  in  criticism  of  Dr.  Downey's  paper,  but  rather  emphasizing 
certain  features  not  stressed  by  him.  These  two  points  are:  (1)  the 
theory  u]ion  wliieh  the  basic  compensation  schedules  are  predicated, 
and  (2)  insurance. 

Two  principles  have  operated  in  determining  the  amount  of  com- 
pensation provided  in  various  state  laws,  (1)  loss  of  earning  capacity, 
and  (2)  social  need.  In  general  it  may  be  said  that  state  workmen's 
comjiensation  schedules  are  based  upon  loss  of  earning  power  modi- 
fied both  by  the  employee's  need  and  by  the  desire  to  limit  the  em- 
ployer's burden.  Thus,  the  expression  of  compensation  benefits  in 
.percentages  of  wages  clearly  shows  that  loss  of  wages  was  a  determin- 
ing factor,  whereas  the  adoption  of  a  sliding  scale  of  benefits  in  accord- 
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ance  with  the  number  of  dependents  shows  the  effect  of  the  social 
need  factor.  On  the  other  hand,  the  desire  not  to  burden  the  employer 
unduly  finds  expression  in  the  limitations  upon  the  amount  of  medical 
service,  the  weekly  compensation  payments,  the  periods  during  which 
compensation  is  to  be  paid,  and  finally  upon  the  percentages  of  wages 
themselves. 

The  ideal  compensation  system  in  my  judgment  would  be  the  follow- 
ing: charge  the  employer  or  industry  with  the  entire  economic  or 
wage  loss  resulting  from  industrial  injuries,  but  distribute  the  fund 
so  collected  according  to  the  needs  of  the  injured  workers  or  their 
dependents.  Such  a  system  would  bring  about  two  desirable  results ; 
on  the  one  hand,  because  of  its  greater  cost,  it  would  furnish  a  greater 
incentive  for  the  employer  to  prevent  accidents,  the  need  for  which 
was  so  eloquently  pointed  out  by  Dr.  Downey ;  and  on  the  other  hand 
it  would  allow  the  benefits  to  be  distributed  according  to  the  social 
and  economic  need  of  the  beneficiaries.  No  benefits  would  be  paid  in 
case  of  a  fatally  injured  workman  without  dependents,  as  is  the  custom 
now.  The  employer  or  industry,  however,  would  be  charged  with  the 
economic  loss  of  every  industrial  death  irrespective  of  whether  there 
were  any  dependents.  In  case  the  deceased  left  no  dependents  his 
estate  would  receive  no  compensation  except  the  necessary  burial 
expenses,  and  the  cost  of  his  death  which  would  be  charged  to  the 
industry  would  become  a  part  of  the  accumulated  fund.  This  fund 
would  be  large  enough  not  only  to  pay  compensation  to  all  beneficiaries 
according  to  their  needs,  but  it  would  allow  the  commission  to  under- 
take adequate  rehabilitation  and  safety  work,  the  lack  of  which  is  one 
of  the  most  serious  weaknesses  in  compensation  administration  at  the 
present  time.  It  might  be  interesting  to  point  out  that  the  California 
Industrial  Accident  Commission  has  recently  endeavored  to  have 
enacted  into  law  a  death  benefit  schedule  embodying  this  principle. 
The  California  commission  ascertained  what  it  would  cost  to  provide 
adequate  compensation  to  dependents  of  those  killed  in  industry.  This 
cost  was  then  to  be  allocated  among  all  the  industrial  deaths  irre- 
spective of  dependents.  That  is  to  say,  every  fatal  accident  would 
cost  the  employer  or  industry  a  certain  definite  amount,  not  governed 
by  questions  of  dependency  or  wages. 

Another  controversial  but  important  question  in  connection  with 
workmen's  compensation  is  the  insurance  problem.  All  except  four 
of  the  state  compensation  laws  provide  that  the  employers  under  the 
act  must  secure  their  compensation  payments  either  by  insuring  in  an 
authorized  private  casualty  company,  or  in  a  state  insurance  fund 
where  such  fund  has  been  established,  or  carry  their  own  insurance 
subject  to  certain  conditions.     Of  the  forty-two  compensation  states 
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seven'  have  exclusive  or  monopolistic  state  insurance  funds,  while  nine^ 
have  competitive  state  funds.  All  except  the  exclusive  fund  states 
allow  private  carriers  to  write  compensation  insurance  and  in  prac- 
tically all  except  the  exclusive  fund  states  again  permit  self  insur- 
ance under  certain  conditions.  The  superiority  of  one  type  of 
insurance  over  another  has  been  the  subject  of  considerable  contro- 
versy for  a  number  of  years. 

In  response  to  numerous  requests  for  information,  the  United  States 
Bureau  of  Labor  Statistics  recently  made  an  inquiry  into  the  relative 
merits  of  different  workmen's  compensation  insurance  systems.  The 
preliminary  summary  of  the  results  of  this  investigation  was  published 
in  the  December,  1920,  issue  of  the  Monthly  Labor  Reviexv.  Three 
tests  were  applied — cost,  service,  and  security.  The  question  of  cost 
concerns  the  employer  primarily,  while  questions  of  service  and  secur- 
ity affect  both  employer  and  injured  workmen. 

The  cost  of  compensation  insurance  to  employers  under  different 
insurance  systems  may  be  indicated  by  their  expense  ratios.  By  ex- 
pense ratio  is  meant  the  proportion  of  the  administrative  expenses, 
including  acquisition  costs,  claim  adjustments,  inspection,  taxes,  etc., 
to  earned  premiums.  The  average  expense  ratio  of  stock  companies 
is  approximately  371/2  per  cent;  of  mutual  companies,  about  20  per 
cent;  of  competitive  state  funds,  about  121/0  per  cent;  and  of  exclusive 
state  funds,  from  5  to  7l/o  per  cent.  Under  an  exclusive  state  fund, 
therefore,  the  cost  to  employers  would  be  30  per  cent  less  than  under 
stock  insurance  and  121/2  per  cent  less  than  under  mutual  insurance. 
The  total  saving  to  insured  employers  of  the  United  States  if  all  were 
insured  in  exclusive  state  funds,  would  be  over  $30,000,000  annually. 
This  figure  is  obtained  by  applying  the  differences  between  the  expense 
ratios  of  the  exclusive  state  funds  and  stock  and  mutual  companies  to 
their  respective  annual  premiums. 

As  regards  service,  comparisons  are  difficult  because  of  the  great 
variations  among  different  insurance  systems.  As  to  promptness  of 
payments,  there  is  little  to  choose  among  the  different  types  of  insur- 
ance carriers.  Some  of  the  state  funds  have  the  best  record  while 
some  have  the  poorest.  The  same  thing  may  be  said  with  respect  to 
stock  and  mutual  companies.  However,  a  comparison  of  the  best 
managed  state  fund  with  one  of  the  best  managed  private  companies 
shows  that  the  best  state  fund  is  more  prompt  in  its  payments  than 
the  best  private  company.  Another  significant  fact  developed  by  the 
investigation  is  that  self-insured  employers,  whom  one  would  expect 
to  pay  promptly,  are  no  more  prompt  in  this  respect  than  either  state 

^Nevada,  North  Dakota,  Ohio,  Oregon,  Washington,  West  Virginia,  Wy- 
oming. 

^California,  Colorado,  Idaho,  Maryland,  Michigan,  Montana,  New  York, 
Pennsylvania,  and  Utah. 
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funds  or  private  carriers.  As  regards  liberality  of  payment,  most  of 
the  state  funds  are  more  liberal  in  this  respect  than  either  stock  or 
mutual  companies.  As  regards  accident  prevention  some  of  the  pri- 
vate companies  are  doing  excellent  safety  work,  whereas  few  of  the 
state  funds  have  done  any  effective  safety  work. 

Thus  far  no  injured  workman  has  lost  one  cent  of  compensation 
because  of  the  insolvency  of  state  insurance  funds,  nor  has  any  large 
mutual  company  become  insolvent.  On  the  other  hand,  there  have 
been  several  disastrous  failures  of  private  stock  companies  during  the 
last  three  or  four  years.  These  failures  have  resulted  in  hundreds  of 
thousands  of  dollars  in  unpaid  claims.  As  regards  self  insurance,  the 
experience  of  twenty-one  states  has  been  reported  to  the  United  States 
Bureau  of  Labor  Statistics.  In  fifteen  of  these  states  no  self-insured 
employer  has  failed  or  gone  into  the  hands  of  a  receiver;  three  states 
reported  one  failure  each,  and  one  state  reported  two  failures,  but  in 
all  these  cases  the  compensation  claims  were  paid  either  by  the  receiver 
or  through  security  which  had  been  deposited.  Only  two  states  re- 
ported failures — one  small  concern  in  each  state — which  resulted  in 
several  claims  being  unpaid. 

Albert  W.  Whitney. — I  have  received  the  sanction  of  those  who 
are  responsible  for  the  make-up  of  this  program  for  devoting  my 
remarks  chiefly  to  a  discussion  of  the  accident  prevention  side  of 
Workmen's  Compensation..  To  exhibit  this  in  its  proper  relations 
requires  a  background  of  theory  with  which  I  shall  have  to  ask  you  to 
be  patient.  I  believe  this  point  of  view  is  particularly  worth  present- 
ing in  full  at  this  time,  not  only  in  order  to  clarify  the  situation  in 
Workmen's  Compensation,  but  as  a  background  for  tendencies  which 
are  increasingly  to  be  seen  in  all  lines  of  insurance. 

Insurance  has  reached  a  stage  in  its  development  which  is  compar- 
able to  that  point  in  the  development  of  industry  at  which  attention 
is  directed  to  the  utilization  of  by-products  and  to  the  importance  of 
secondary  effects. 

The  primary  products  in  the  slaughter  of  an  animal  are  the  meat  and 
hide,  and  in  the  early  and  casual  development  of  butchering  this  was 
all  that  was  saved.  Now,  however,  in  large  packing  houses  every  bit 
of  the  carcass  is  used.  The  complete  utilization  of  the  by-products 
in  the  production  of  kerosene  and  gas  is  a  matter  of  common  know- 
ledge. 

A  somewhat  similar  situation,  and  one  which  is  even  more  closely 
analogous  to  the  case  of  insurance,  is  the  development  of  lumbering. 
The  primary  effect  of  cutting  timber  is  the  production  of  lumber,  but 
the  secondary  effect  is  denudation  of  the  ground  and  consequent 
floods.     A  more   intensive   application   to   the   problem   of  producing 
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lumber  requires  a  stud}'  of  these  secondary  effects  and  some  appro- 
priate action  such  as  reforestation. 

Insurance  has  secondary  effects  which  have  been  given  little  con- 
scious consideration  up  to  the  present  time,  but  which  should  now  have 
attention.  The  primary  object  of  insurance  is  to  provide  indemnity 
to  offset  the  evil  consequences  of  loss,  and  the  effect  upon  the  assured 
is  relief  from  uncertainty.  The  primary  result  of  relieving  the  assur- 
ed of  uncertainty  is  an  ease  of  mind  which  forms  the  foundation  for 
satisfactory  personal  and  business  relations.  Neither  business  nor 
the  life  of  the  individual  can  be  free  to  reach  its  greatest  development 
when  its  foundations  are  insecure. 

Along  with  this  primary  effect,  which  is  wholly  good,  goes  however 
a  secondary  effect  which,  while  relatively  less  important,  is,  so  far  as 
it  goes,  wholly  bad ;  I  refer  to  the  lessening  of  personal  responsibility 
which  accompanies  this  easement  of  the  mind.  If  I  know  that  my 
house  is  fully  insured  I  shall  not  be  quite  so  careful  in  carrying  a 
lighted  candle  into  the  attic  or  in  getting  some  unsafe  condition  in  the 
electric  wiring  remedied.  If  I  have  liability  insurance  on  my  auto- 
mobile I  shall  be  somewhat  more  willing  to  have  my  son  drive  it  even 
though  I  know  he  is  an  inexperienced  driver.  The  possibilities  in 
the  way  of  an  adverse  secondary  effect  in  insurance,  however,  go 
beyond  mere  carelessness  into  the  field  of  actual  criminality.  If  my 
automobile  is  well  covered  with  fire  insurance  and  I  am  in  need  of 
money,  I  may  be  tempted  to  burn  it  to  secure  the  insurance. 

It  is  evidently  the  duty  of  the  insurance  company  and  the  public 
for  the  protection  of  both  to  see  that  this  adverse  secondary  effect  is 
reduced  to  the  lowest  possible  terms;  the  first  moves  in  this  direction 
are,  first,  an  insistence  upon  an  insurable  interest  as  a  condition  for 
recovery  and,  second,  the  avoidance  of  over-insurance.  When,  how- 
ever, these  two  obviously  proper  conditions  are  met  we  come  back  to 
the  effect  of  that  general  lessening  of  personal  responsibility  that  insur- 
ance brings  with  it.  Fortunately  this  is  not  nearly  as  important  as 
it  might  be,  because  of  the  fact  not  merely  that  insurance  does  not 
cover  tlie. whole  of  the  value,  but  that  there  are  values  of  a  wholly 
different  cliaraeter  which  in  the  nature  of  things  cannot  be  covered. 
I  refer  to  what  may  be  called  sentimental  values.  My  home  has  a 
sentimental  value  to  me  that  is  outside  the  range  of  insurance,  and 
my  family,  and  I  myself,  have  an  interest  in  my  life  which  is  quite 
outside  of  its  earning  value.  This  sentimental  value  has  had  the  effect 
of  so  minimizing  the  adverse  effects  of  insurance  that  these  adverse 
effects  have  largely  escaped  attention. 

Now,  however,  we  have  distinctly  come  to  an  era  in  the  world,  and 
in  this  country  in  particular,  when  the  by-jiroduet  and  the  secondary 
effect  must  be  taken  into  account.      The  margin   of  profit  today  lies 
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wholly  in  that  field.  This  is  the  age  of  the  multiple-cylinder  engine, 
of  conservation,  and  of  the  efficiency  expert.  The  first  rush  when 
only  the  primary  product  and  the  primary  effect  were  of  importance 
has  passed  and  an  era  has  come  in  which  the  field  must  be  more  care- 
fully gleaned. 

In  the  field  of  insurance  then  the  case  stands  as  follows:  insurance 
is  an  instrument  with  a  primary  effect,  wholly  good,  of  relieving  uncer- 
tainty and  preventing  the  effects  of  misfortune,  and  with  a  secondary 
effect,  wholly  bad  so  far  as  it  goes,  of  decreasing  individual  respon- 
sibility and  opening  the  door  to  possible  fraud.  What,  under  the 
urge  of  this  increased  modern  sensibility  to  secondary  effects,  should 
be  our  reaction  to  this  adverse  quality  in  insurance  ? 

I  venture  to  assert  the  thesis  that  the  public  welfare  demands  that 
the  operation  of  insurance  shall  not  decrease  the  sum-total  of  individ- 
ual responsibility.  This  is  only  asking  insurance  to  clean  up  whatever 
bad  conditions  it  has  itself  produced.  It  has  produced  a  marvelous 
new  order  in  which  the  complexities  of  modern  life  and  business  can 
be  carried  on  in  comparative  security,  but  in  doing  so  it  has  shaken  the 
foundations  of  personal  responsibility  and  opened  the  door  to  abuse. 
The  public,  even  granting  that  what  is  good  in  insurance  far  out- 
weighs what  is  bad,  may  nevertheless  properly  say  to  the  insurance 
companies  that  their  duty  does  not  end  when  they  have  developed  to 
the  greatest  possible  extent  the  positive,  helpful  effects  of  insurance, 
but  that  they  must  also  do  all  in  their  power  to  minimize  its  evil 
effects. 

The  implications  of  this  public  admonition  to  look  after  its  second- 
ary effects  are  significant.  The  way  in  which  insurance  solves  the 
primary  problem  of  relieving  uncertainty  is  by  mass-action,  by  group- 
ing a  large  number  of  risks  together  and  thus  securing  the  working  of 
the  law  of  averages.  The  secondary  problem  must  be  solved  in  the 
same  way,  that  is,  by  mass-action.  It  is  impossible  to  replace  individ- 
ual responsibility  on  the  basis  of  immediate  self-interest ;  that  is  gone ; 
the  best  that  the  insurance  company  can  do  is  to  substitute  something 
else  for  personal  responsibility  and  since  it  has  already  associated 
many  risks  together  for  the  sake  of  securing  an  average  it  may  very 
naturally  take  advantage  of  that  fact  to  institute  preventive  actions 
of  a  collective  nature  whose  sum-total  will  be  equivalent  to  the  sum- 
total  of  the  personal  responsibility  that  has  been  lost. 

There  are  various  activities  of  a  collective  nature,  their  character 
depending  upon  the  particular  type  of  insurance  concerned,  that  can 
be  carried  on  by  the  insurance  carrier  to  prevent  loss;  for  instance, 
the  excellent  survey  of  conflagration  conditions  in  the  cities  of  the 
country  by  the  National  Board  of  Fire  Underwriters,  the  standardiza- 
tion work   of   the    National    Fire    Protection   Association    and   of   the 
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Underwriters  Laboratories,  the  excellent  work  in  factories  of  the  New 
England  Mill  Mutuals,  the  nursing  and  tuberculosis  work  of  the 
Metropolitan  Life  Insurance  Company  and  of  the  German  social  insur- 
ance system.  Each  of  these  has  either  largely  or  completely  made 
up  for  the  effect  of  lessened  personal  responsibility  among  the  assured ; 
each  of  these  is  a  piece  of  work  that  is  possible  only  through  collective 
action,  and  furthermore  there  is  no  agency  which  so  naturally  can 
undertake  this  work  as  the  insurance  carrier  because  the  insurance 
carrier  already  has  intimate  relations  with  the  assured  and  its  interest 
is  recognized  to  be  direct  and  immediate. 

Such  activities  as  these  are  already  in  operation.  All  that  I  desire 
to  do  is  to  show  that  such  activities  are  a  logical  and  necessary  corol- 
lary to  the  concept  of  insurance,  that  the  institution  of  insurance  is 
not  a  complete  social  instrument,  not  merely  not  adequate  for  work 
that  needs  to  be  done,  but  not  complete  in  the  sense  of  fulfilling  its 
own  intrinsic  nature,  until  it  makes  use  of  mass-action  not  merely  in 
averting  the  evil  effects  of  misfortune  but  in  preventing  the  misfortune 
itself.  I  believe  the  public  may  rightly  insist  for  its  own  protection 
that  the  insurance  carriers  take  this  larger  view  of  their  respon- 
sibilities. 

Insurance  may  thus  become  not  merely  one  of  the  great  fiduciary 
and  distributive  agencies  of  the  country  but  one  of  the  great  conser- 
vators. Intermediate  between  the  direct  self-interest  and  personal 
responsibility  of  the  individual  and  the  action  of  the  state  for  the 
benefit  of  its  citizens  will  come  this  organized  effort  of  the  insurance 
companies,  substituting  mass-action  for  the  individual  efforts  of  its 
policyholders  but  yet  more  immediately  controlled  and  inspired  by 
self-interest  than  in  the  case  of  state  action.  With  greater  flexibility 
than  state  action  and  with  greater  power  than  individual  action,  with 
the  theoretical  effectiveness  of  socialism  but  without  its  dangers  and 
practical  inefficiency,  the  conservational  activities  of  insurance  may 
turn  out  to  be  as  important  an  instrument  in  the  organization  of  our 
life  as  its  present  distributive  activities. 

I  have  not  undertaken  to  differentiate  between  the  preventive  pos- 
sibilities in  the  various  lines  of  insurance.  This  is  not  the  place  to  do 
this  in  detail;  in  passing,  however,  I  may  acknowledge  that  the 
problem  is  very  different  in  different  fields.  The  intrinsic  value  of 
living  and  the  distaste  for  pain  are  sufficient  to  make  the  secondary 
effects  in  life  insurance  and  in  workmen's  compensation  relatively 
much  less  important  than  in  fire  insurance,  for  instance,  where  the 
consequent  loss  of  personal  responsibility  may  be  one  of  the  largest 
contributory  items  in  the  make-up  of  the  hazard,  of  such  magnitude 
in  fact  that  it  will  be  a  serious  question  whether  preventive  activities 
are  feasible  which  will  be  a  complete  offset. 
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It  is  evident  that  in  the  last  analysis  insurance  must  be  judged  by 
its  net  effects;  the  good  results  of  insurance  in  the  elimination  of 
uncertainty  appearing  on  one  side  of  the  ledger  and  the  results  of 
lessened  personal  responsibility  on  the  other.  A  more  accurate  for- 
mulation of  my  thesis  would  then  be  that  the  public  welfare  demands 
that  this  debit  side  be  reduced  to  the  greatest  extent  possible,  and 
even  where  feasible  turned  into  a  credit.  In  some  cases  even  with 
the  best  endeavor  there  may  remain  a  debit  item ;  in  other  cases  this 
may  be  converted  by  the  preventive  work  of  the  company  into  a  credit 
so  that  in  that  case  insurance  both  in  its  primary  and  secondary 
effects  will  be  a  positive  public  benefit. 

One  of  the  ear-marks  of  a  correct  solution  or  of  a  truly  fundamental 
development  is  the  fact  that  it  clears  up  a  larger  field  than  that  for 
which  it  was  designed.  That  is  the  case  here.  The  preventive  activ- 
ities of  insurance  are  not  only  good  theory  but  good  business.  The 
saving  to  be  had  is  far  greater  than  the  expense  involved.  It  is  on 
this  basis  that  the  already  very  considerable  developments  in  tliis 
field  have  been  carried  on. 

In  this  connection  I  may  point  out,  however,  one  more  practical 
consideration  which  is  not  obvious  at  first  sight.  If  the  rates  for 
insurance  become  too  high  an  adverse  selection  takes  place ;  there  will 
be  a  tendency  for  the  careful  not  to  insure  and  the  average  character 
of  the  insured  risk  will  deteriorate.  This  will  immediately  show  itself 
in  a  bad  experience  and  it  will  drive  the  rates  still  higher,  and  so  on 
in  a  vicious  circle.  There  is  no  way  of  breaking  this  circle  from  the 
inside  except  in  a  limited  field  where  a  compensatory  selection  is 
possible ;  that  is,  in  general,  insurance  in  its  purely  fiduciary  and 
distributive  capacity  is  helpless.  The  circle  must  be  broken  from 
the  outside,  that  is,  by  bringing  the  preventive  forces  of  insurance  to 
bear  upon  the  problem.  Insurance  for  its  own  best  interests  and  for 
the  continuance  of  its  existence  must  adopt  preventive  measures. 

I  may  now  connect  this  with  the  subject  in  hand.  There  is  so  little 
in  Dr.  Downey's  paper  that  I  have  to  disagree  with,  and  that  I  can 
do  other  than  commend,  that  my  function  is  rather  to  pick  up  the 
loose  ends  of  the  program.  One  of  these  is  prevention;  it  is  not 
enough  to  consider  workmen's  compensation  merely  as  compensation; 
workmen's  compensation  must  bring  about  prevention  or  it  is  a  failure. 
In  the  last  analysis  the  fundamental  question  is  what  workmen's  com- 
pensation has  done  to  decrease  industrial  accidents. 

What  I  have  had  to  say  with  regard  to  the  place  of  prevention  in 
insurance  applies  to  a  very  considerable  degree  to  workmen's  com- 
pensation even  though  there  be  no  insurance  system  underlying  it. 
For  the  shifting  of  the  financial  responsibility  for  accidents  from  the 
employee  to  the  employer  has  the  essential  characteristics  of  insurance. 
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It  measurably  relieves  the  workman  of  uncertainty  and  of  the  evil 
effects  of  accidents.  It  places  this  responsibility  upon  the  employer, 
and  the  very  fact  that  he  has  a  number  of  employees  provides  to  a 
degree  for  the  working  of  the  law  of  averages  and  makes  it  feasible 
for  him  to  institute  action  of  a  preventive  nature  which  will  be  collec- 
tive so  far  as  his  employees  are  concerned. 

In  some  cases  the  particular  plant  is  so  large  that  for  practical 
purposes  it  may  be  safely  taken  as  an  insurance  unit;  this  is  then 
self-insurance.  In  most  cases,  however,  the  number  of  employees  is 
not  large  enough  to  yield  a  wholly  dependable  average  and  the  em- 
ployer seeks  outside  insurance,  which  has  the  effect  of  increasing  the 
field  over  which  the  losses  are  spread. 

In  both  cases,  however,  the  general  tendencies  are  the  same,  and 
the  line  of  reasoning  that  has  been  developed  can  be  applied.  The 
very  fact,  for  instance,  tliat  the  law  now  places  the  responsibility  for 
accidents  upon  the  employer  may  to  a  certain  limited  extent  develop 
a  carelessness  among  the  employees  as  well  as  a  tendency  to  malinger. 
The  compensation  law  looked  at  as  an  assurance  of  indemnity  by 
the  employer  to  the  employee  may  well  as  a  corollary,  therefore,  carry 
with  it  a  compulsion  to  be  exerted  by  the  state  upon  employers  to 
institute  preventive  action  in  their  plants.  As  a  matter  of  fact, 
exactly  this  has  happened  in  a  number  of  states.  The  minute  that 
the  obligation  of  the  employer  is  fixed  to  pay  compensation  that 
minute  he  also  becomes  obligated,  if  not  under  the  law  then  by  equity, 
to  prevent  so  far  as  he  is  able  the  accidents  that  the  law  requires  him 
to  compensate. 

The  situation  is  not  fundamentally  changed  when  there  is  insur- 
ance. To  the  extent  to  which  the  employer  through  insurance  is 
relieved  of  responsibility  to  that  extent  the  insurance  company  is 
obligated  on  the  grounds  of  public  equity  to  prevent  so  far  as  possible 
the  accidents  that  it  insures  against. 

I  have  purposely  emphasized  the  fundamental  equities  of  the  situa- 
tion ratlier  than  the  hard  business  sense  which  underlies  preventive 
action.  But  in  passing  I  may  say  that  the  whole  development  of  the 
rating  feature  of  workmen's  compensation  insurance  has  given  an 
enormous  impetus  to  the  prevention  of  accidents  as  a  sound  business 
policy.  The  nub  of  tliis  lies  first  in  the  development  of  rates  that  so 
far  as  is  humanly  possible  will  exactly  fit  the  hazard  of  each  individ- 
ual risk,  and  secondly  in  correlating  these  rates  with  the  conditions 
and  experience  in  the  plants,  first  in  as  great  detail  as  possible  and 
secondly  with  tlie  greatest  possible  clarity.  When  this  has  been  done 
it  means  that  tlie  emploj'cr  will  be  shown  exactly  where  and  how  his 
accidents  occur,  exactly  what  effect  certain  accident-producing  causes 
have  upon  his  rate  and  exactly  how  much  he  can  reduce  his  rate  by 
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removing  these  malign  conditions.  Such  rating  as  this  acts  as  an 
incessant  economic  stimulus  upon  the  employer  to  improve  his  plant. 

As  you  have  realized,  the  general  tendency  of  my  remarks  has  been 
in  the  direction  of  prevention  because  I  have  felt  that  the  program 
was  deficient  in  this  respect;  but  at  this  point  it  is  evident  that  what 
I  have  to  say  connects  immediately  with  the  subject  of  Mr.  Verrill's 
paper,  for  the  development  of  the  statistics  of  accidents  both  as  to 
nature  and  number  and  severity  and  cause  provides  the  material  for 
the  type  of  rating  system  that  I  have  described  andj  therefore,  acts 
strongly  in  the  direction  of  prevention. 

In  passing  also  may  I  refer  to  the  very  great  accomplishments  in 
the  workmen's  compensation  field  during  the  last  ten  years.  I  can 
thoroughly  agree  with  Dr.  Downey  as  to  the  things  that  still  need  to 
be  done,  and  it  is  well  on  such  an  occasion  as  this  to  stress  these; 
but,  nevertheless,  the  progress  during  these  first  ten  years  of  com- 
pensation has  been  remarkable.  And  this  has  been  particularly  so  in 
the  field  of  rating.  Workmen's  compensation  probably  presents 
greater  difficulties  in  rating  than  any  other  ordinary  type  of  in- 
surance; it  has  all  the  complications  of  life  insurance  and  of  fire 
insurance  and  then  some  more  of  its  own.  There  is  much  more  to  be 
done  in  making  rates  right,  but,  nevertheless,  the  main  features  of  the 
problem  have  been  solved  and  solved  in  such  a  way  as  to  be  already  a 
most  valuable  instrument  for  accident  prevention. 

It  is  not  an  easy  matter  to  make  a  statistical  estimate  of  what  has 
been  accomplished  by  workmen's  compensation  in  the  prevention  of 
industrial  accidents,  for  the  conditions  themselves  have  been  chang- 
ing. It  is  much  simpler  to  state  what  is  possible  and  what  has  actually 
been  accomplished  in  individual  cases.  It  can  safely  be  said  that  it 
is  entirely  feasible  without  departing  from  a  sound  economic  basis  to 
cut  the  cost  of  accidents  (including  the  lowering  of  industrial  effi- 
ciency) in  the  average  industrial  plant  in  two.  I  admit  that  this  is  an 
ideal  that  has  not  been  generally  attained  and  yet  more  than  this  has 
been  accomplished  in  hundreds  of  plants.  The  net  annual  saving  of 
the  United  States  Steel  Corporation  in  accident  cost,  after  the  cost  of 
its  safety  work  has  been  taken  out,  is  stated  by  it  to  be  a  million 
dollars  a  year.  It  is  not  an  uncommon  thing  for  a  plant  to  get  a 
credit  of  40  to  .50  per  cent  in  its  insurance  rate  on  the  basis  of  its 
actual  experience.  Most  of  what  has  been  accomplished  can  be 
credited  to  workmen's  compensation  either  directly  or  indirectly. 
The  problem  of  the  future  is  how  to  extend  this  preventive  action  into 
all  corners  of  the  field  and  into  all  plants  however  small,  and  how  to 
push  it  still  further  and  make  it  permanent  without  at  any  time  getting 
away  from  a  sound  economic  basis.  And,  if  I  may  again  emphasize 
fhe  thesis  of  this  paper,  this  is  largely  a  problem  of  insurance  and 
very  distinctly  a  problem  of  workmen's  compensation. 


THE  ECONOMIC  BASIS  OF  FEDERATION  IN  CENTRAL 

AMERICA 

By  Harry  T.  Collings 
The  University  of  Pennsylvama 

One  hundred  years  ago  the  independence  of  the  Vice-Royalty 
of  Guatemala  was  declared.  This  territory,  which  then  consti- 
tuted all  of  Central  America,  had  for  almost  three  centuries  pre- 
vious been  a  dependency  of  Spain.  For  two  decades  after  the 
declaration  of  their  independence  the  several  states  were  members 
of  a  centralized  government  known  as  the  United  Provinces 
of  Central  America.  The  causes  which  undermined  and  finally 
brought  about  the  disintegration  of  the  federation  are  in  no  sense 
an  integral  part  of  this  discussion,  nor  is  it  necessary  to  recount 
the  various  reorganizations,  and  numerous  attempts  at  reorgan- 
ization, which  have  marked  the  checkered  career  of  these  states 
during  the  century  of  independence  now  closing.  The  hope  that 
a  single  flag  should  wave  over  a  federal  republic  has  never  long 
been  out  of  mind  in  one  or  more  of  these  countries. 

To  plunge  "in  medias  res" — By  covenant  signed  in  San  Jose, 
Costa  Rica,  on  January  19  of  this  year  (1921),  the  states  of 
Guatemala,  Salvador,  Honduras,  and  Costa  Rica  agreed  to  form 
a  federation  to  be  known  as  the  Republic  of  Central  America. 
Nicaragua  was  represented  at  this  preliminary  conference  but 
declined  to  sign  the  agreement  because  the  state  did  not  wish  to 
impair  her  treaty-making  powers,  under  the  arrangement  with  the 
United  States  regarding  a  canal  across  her  territory.  Costa 
Rica,  too,  failed  by  a  narrow  margin  to  ratify  the  covenant  signed 
by  its  delegates.  On  September  9  last,  however,  in  Tegucigalpa, 
the  capital  of  Honduras,  a  constitution  was  signed  which  united 
the  three  states  of  Guatemala,  Honduras,  and  Salvador  into  a 
sovereign  and  independent  federation  to  be  known  as  the  Republic 
of  Central  America.  Such  a  federation  has  been  functioning 
since  October  1,  1921. 

So  much  for  the  historical  facts  as  a  setting.  The  political 
provisions  in  the  new  state  I  may  omit  entirely.  The  question 
for  discussion  here  is  rather:  Does  the  economic  environment 
in  the  Central  American  states  justify  federation,  and  if  so,  what 
phases  of  national  development  will  federation  promote? 

The  new  republic  has  a  population  of  over  4,000,000.  Racially 
and  economically  the  peoples  now  in  tlio  union,  as  well  as  those  of 
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the  two  states  which  have  not  yet  joined,  are  bound  together  by 
ties  centuries  old.  The  governing  classes  in  all  of  the  states  are 
of  Latin  origin — descendants  of  Spanish  colonists.  The  governed 
classes,  with  all  their  various  proportions  of  whites,  Indians,  lad- 
inos,  and  other  mixtures,  show  remarkable  similarity  in  religion, 
interests,  aptitude,  and  native  ability.  Economically  all  the 
countries  are  confronted  with  the  same  problems — the  develop- 
ment of  their  natural  resources,  which  are  largely  agricultural, 
and  the  creation  of  facilities  for  placing  their  products  more 
readily  in  the  hands  of  the  ultimate  consumers,  either  at  home 
or  abroad.  And  from  foreign  countries  must  come  to  all  alike 
manufactured  products. 

The  development  and  exportation  of  Central  American  prod- 
ucts, and  the  resultant  importation  of  manufactured  articles 
rest  upon  certain  economic  bases:  (1)  the  creation  of  a  stable 
government,  (2)  the  reduction  of  government  expenses,  (3)  the 
reform  of  the  present  currency  and  banking  systems,  (4)  the 
creation  of  better  conditions  both  for  borrowers  and  lenders,  in 
foreign  investments,  (5)  the  development  of  transportation,  both 
railroad  and  shipping,  (6)  the  extension  and  stimulation  of  for- 
eign trade.  It  is  the  purpose  of  the  writer  to  regard  these  as  the 
economic  bases,  the  establishment  and  improvement  of  which  are 
made  more  feasible  by  the  new  federation,  and  indeed  justify  its 
existence. 

One  of  the  greatest  hindrances  to  economic  development  in  Cen- 
tral America  during  the  past  hundred  years  has  been  instability 
of  government.  This  instability,  it  may  be  asserted,  is  political 
rather  than  economic.  But  government  is,  or  should  be,  "for  the 
people" ;  it  exists  merely  to  satisfy  national  wants.  In  Central 
American  states,  however,  government  has  only  too  often  existed 
chiefly  for  the  benefit  of  professional  politicians  who  by  revo- 
lution after  revolution  have  subverted  existing  regimes  only  to 
replace  them  by  others  equally  unstable.  The  Central  American 
mother  who,  pointing  with  pride  to  her  young  son,  said  that  he 
was  a  likely  boy  and  would  doubtless  grow  up  to  be  a  "good  re- 
volutionist," may  have  made  an  uncommon  assertion ;  the  senti- 
ment unfortunately  is  only  too  common.  Nothing  will  contribute 
more  to  economic  advancement  in  this  territory  than  the  substitu- 
tion of  some  peaceful  means  of  changing  governments  without  the 
subversive  and  costly  accompaniments  of  revolutionary  overthrow. 

In  this  matter  the  new  federation  has  a  wide  field  for  activity. 
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A  united  republic  of  even  three  states  can  do  much  to  give  its 
inhabitants  a  part  in  the  actual  manipulation  of  government,  and 
can  protect  the  life  and  property  of  both  natives  and  foreigners 
against  aggression  by  any  self-constituted  leader.  A  centralized 
government  may  inspire  or,  if  necessary,  compel  a  spirit  of  com- 
promise and  respect  for  a  minority — something  unknown  to  re- 
volutionary leaders.  This  inability  to  maintain  a  stable  govern- 
ment in  the  past  not  only  retarded  social  and  economic  progress ; 
it  has  jeopardized  even  national  existence.  Incapacity  or  inabil- 
ity to  secure  to  the  life  and  property  of  foreigners  that  pro- 
tection which  modern  international  law  demands,  endangers  both 
the  sovereignty  and  the  territorial  integrity  of  weak  nations. 

The  encroachments  of  foreign  nations  will  have  no  justification 
if  the  new  federation  can  demonstrate  that  the  central  govern- 
ment is  permanently  in  control,  and  that  this  control  can  be 
changed  only  by  the  will  of  the  people,  expressed  in  a  legal  election. 
With  an  illiteracy  running  from  50  to  85  per  cent,  this  means  a 
campaign  for  better  education;  with  land  holdings  largely  in  the 
hands  of  the  wealthy  it  means  a  new  policy  of  farm  ownership ; 
with  a  people  little  accustomed  to  government  control  or  to  legal 
restriction,  it  means  an  entire  reorganization  of  civic  life.  This 
is  indeed  a  task  of  no  mean  proportion.  But  if  accomplished  by 
the  new  federation,  stabilization  of  government  will  be  the  first 
step  toward  a  social  and  economic  development  previously  un- 
known to  this  region. 

But  stable  government  alone  will  not  introduce  a  millenium. 
Such  a  government  must  pay  its  way.  In  the  reduction  of  ex- 
penses the  new  state  may  find  a  second  economic  basis  which  will 
justify  its  existence. 

The  heaviest  expenses  of  Central  American  governments  in  the 
past  have  been  incurred  for  military  purposes.  The  constitution 
of  the  new  state  proposes  that  the  army  shall  be  exclusively  under 
the  orders  of  the  central  Federal  Council  and  that  the  separate 
states  shall  maintain  a  police  force  only.  It  is  declared  to  be 
"necessary  and  expedient  that  the  Federation  should  reduce  arma- 
ments and  armies  to  the  strictly  necessary  so  as  to  return  hands 
to  farming  and  manufacturing."  Such  a  program,  if  faithfully 
carried  out,  should  reduce  the  total  cost  of  military  forces  for 
the  whole  federation  to  less  than  it  lias  been  for  an}--  of  the  individ- 
ual member  states.  To  this  financial  advantage  the  constitution 
rightly  adds  the  great  economic  advantage  that  will  accrue  when 
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men  whose  business  as  soldiers  has  been  destruction  are  returned 
to  fields  of  production.  A  further  reduction  of  expenses  will 
come  from  the  elimination  of  many  petty  officials  at  home,  and  of 
foreign  representatives  abroad.  The  latter  are  justifiable  but 
expensive;  the  former  have  been  largely  "plum-pickers"  whose 
only  justification  has  been  that  they  kept  out  of  office  another 
horde  equally  greedy.  It  is  in  the  power  of  an  efficient  Federa- 
tion to  abolish  this  nuisance. 

The  failure  of  Central  American  revenues  and  expenditures  to 
balance,  however,  has  not  been  due  solely  to  the  extravagance  of 
the  expenditures.  Much  of  the  difficulty  may  be  laid  at  the  door 
of  inadequate  and  inefficient  collection  of  revenues.  Tax  systems 
are  notoriously  deficient,  and  even  the  sums  collected  often  find 
their  way  into  channels  entirely  different  from  those  originally 
intended.  Too  much  power  over  public  money  has  lain  in  the 
hands  of  reckless  presidents  and  subservient  congresses.  These 
conditions  the  new  central  government  can  rectify  (1)  by  includ- 
ing in  the  tax  lists  much  taxable  propert}^  and  many  taxable 
persons  that  have  hitherto  known  how  to  evade  payment,  and  (2) 
by  dedicating  public  funds  to  public  purposes. 

In  connection  with  the  reform  of  public  finance  the  new  state  is 
planning  a  revision  of  the  currency  and  banking  systems,  for  which 
purpose  a  special  committee  has  been  appointed.  Guatemala  and 
Honduras  are  still  on  a  silver  basis  and  the  peso  of  each  country 
fluctuates  according  to  the  commercial  value  of  silver.  Salvador, 
with  a  gold  standard,  has  a  different  unit,  the  colon.  Monetary 
conditions  within  all  of  the  countries  are  bad.  The  circulating 
medium  is  old,  dilapidated,  and  inadequate  for  the  necessities  of 
exchange.  Specie  has  largely  been  driven  from  use  by  printing 
presses  that  have  worked  overtime.  These  conditions  hamper 
domestic  business,  retard  trade  intercourse  among  the  different 
countries,  and  have  involved  Central  American  exchanges  in  fluc- 
tuations which  render  foreign  business  transactions  precarious. 
The  fluctuation  in  the  value  of  national  monies  has  had  an  import- 
ant bearing  too  on  the  payment  of  government  expenses,  since  so 
much  of  the  national  income  must  be  used  to  pay  interest  on  for- 
eign indebtedness.  With  the  price  of  silver  rapidly  declining 
after  1890,  receipts  from  import  or  export  duties  in  silver  remain- 
ed more  or  less  constant,  while  payments  of  interest  on  foreign 
debt  increased  enormoush'  when  depreciated  and  depreciating  sil- 
ver in  the  government  coffers  had  to  be  converted  into  gold.     If 
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the  new  Federation  will  establish  a  common  monetary  unit  with 
a  gold  standard,  reestablish  paper  currency  with  an  adequate 
reserve,  and  inaugurate  a  banking  system  which  aims  to  serve 
business  interests,  it  will  be  taking  a  long  step  toward  the  promo- 
tion of  economic  welfare. 

Thus  far  we  have  been  considering  interests  which  the  Federa- 
tion may  promote  by  attention  to  domestic  problems.  But  the 
welfare  of  Central  American  states  is  closely  bound  up  with 
nations  outside  of  the  Isthmus.  With  the  exception  of  mining 
resources,  the  prosperity  of  every  part  of  the  territory  depends 
upon  products  of  the  soil.  Coffee,  fruit,  sugar,  hides,  rubber, 
cacao,  and  lumber  are,  and  of  necessity  will  be,  the  life  blood  of 
progress  to  this  region.  But  these  are  already  produced  in  quan- 
tities far  larger  than  domestic  markets  can  absorb.  They  must, 
therefore,  be  sold  abroad.  On  the  other  hand,  no  country  in 
Central  America  is  a  manufacturing  center,  nor  indeed  ever  will 
be.  The  "law  of  comparative  cost"  decrees  that  this  region  shall 
find  its  highest  economic  possibilities  in  producing  from  the  soil 
for  export  and  in  importing  in  return  foreign  manufactures. 
Central  America  can  never  be  self-sufficient.  This  implies  foreign 
trade  and,  in  countries  as  undeveloped  as  these  are,  foreign  invest- 
ments. 

The  potential  wealth  of  the  new  state  is  enormous  and  the 
world  wants  the  products  of  its  plantations  and  forests.  Central 
American  agriculture  is,  of  course,  no  stranger  to  foreign  capital 
but  the  amounts  invested  arc  small  compared  with  the  possibilities. 
The  task  of  the  Federation  will  be  to  improve  the  conditions  under 
which  the  states  obtain  this  capital,  and  to  afford  the  lending 
nations  that  security  without  which  money  hesitates  to  leave 
home.  The  present  undevelojied  state  of  the  territory  is  largely 
due  to  a  failure  to  obtain  on  favorable  terms  the  means  of 
developing  resources,  and  of  providing  adecjuate  transportation 
facilities  for  exporting  and  importing. 

Hartley  Withers  has  well  said :  "No  one  who  writes  of  inter- 
national finance  runs  any  risk  of  being  'gravelled  for  lack  of 
matter.'  "  The  story  of  foreign  loans  to  these  countries  is  a  long 
and  sad  one.  It  is  a  tale  of  ruinous  rates  of  interest ;  a  story  of 
borrowings  whose  proceeds  have  been  reduced  half  by  scandalous- 
ly high  commissions,  greed  of  local  officials,  or  manipulations  of 
unscrupulous  speculators.  From  1867-1870  Honduras  contract- 
ed loans  in  London  and  Paris  to  the  amount  of  £5,398,570,  bear- 
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ing  from  5  to  10  per  cent  interest,  to  build  a  transcontinental 
railroad  from  Puerto  Cortez  to  the  Gulf  of  Fonseca.  But  the 
greater  part  of  this  loan  was  divided  between  officials  of  the 
republic  and  the  promoters,  so  that  less  than  fifty  miles  of  rail- 
road were  actually  built.  And  these  loans  were  made  in  the  face 
of  the  fact  that  for  forty  years  previous  to  1867  the  Republic 
of  Honduras  had  defaulted  in  its  portion  (amounting  to  only 
^27,200)  of  a  loan  issued  in  1825  to  the  Federal  States  of  Cen- 
tral America.  When  a  sovereign  state  which  has  for  forty  years 
been  in  default  of  a  payment  of  £1,632  per  year  negotiates  a 
foreign  loan  calling  for  an  annual  payment  one  hundred  times 
that  amount,  there  is  either  unusual  temerity  on  the  part  of  the 
issuing  house  or  there  are  profits  that  accrue  outside  of  the  cus- 
tomary channels.  On  one  occasion  a  Central  American  state 
agreed  to  pay  in  interest  on  foreign  bonds  20  per  cent  more  than 
the  annual  revenue  of  the  country.  Nor  have  all  the  misfortunes 
connected  with  foreign  borrowings  come  from  high  rates  of  inter- 
est or  from  proceeds  discounted  by  greed  or  dishonesty.  With  a 
strong  government  undeveloped  resources  often  borrow  foreign 
capital ;  with  a  weak  government  foreign  capital  frequently  bor- 
rows the  resources.  From  this  the  Isthmus  has  suffered.  Much 
of  the  east  coast  is,  in  language,  industry,  and  business  practices, 
more  foreign  to  its  own  capital  cities  than  to  the  United  States 
or  certain  European  countries.  Foreign  capital  has  too  often 
spelled  foreign  control. 

But  there  is  another  side  to  this  picture.  The  unfortunate 
conditions  of  foreign  loans  are  not  due  solely  to  the  cupidity  of 
lenders  from  across  the  sea.  The  states  themselves  are  largely 
to  blame  for  their  financial  straits.  High  interest  rates  and 
heavily  discounted  proceeds  are  a  natural  and  justifiable  business 
practice  when  there  is  the  gravest  doubt  about  the  payment  of 
any  interest  at  all,  or  even  the  return  of  the  principal.  On  a 
foreign  debt  of  Honduras,  amounting  to  ^5,398,570,  as  stated 
above,  the  arrears  of  interest,  January  1,  1921,  had  risen  to 
£22,326,112,  or  almost  four  times  the  principal  sum.  No  inter- 
est has  been  paid  since  1872.  International  financiers  do  not 
rush  in  where  angels  fear  to  tread,  at  least  not  without  exacting 
something  for  their  risks.  The  financial  history  of  Guatemala 
shows  that  the  country  defaulted  on  its  share  of  the  debt  of  the 
first  federation  of  Central  America  from  1825  to  1856,  that  after 
a  loan  of  £500,000  had  been  made  in  1869  both  this  and  the  pre- 


174  American  Economic  Association 

vious  debts  went  into  default  in  1876.  Refunded  in  1888  with  a 
reduced  principal,  the  government  again  defaulted  in  1894.  With 
reduction  after  reduction  of  the  principal  in  refunding  operations, 
a  new  loan  was  arranged  in  1895  to  be  financed  by  a  tax  of  $1.50 
gold  on  each  bag  of  coffee  exported.  But  three  years  later  the 
stipulated  tax  was  reduced,  and  the  custom  receipts  from  it  were 
appropriated  for  other  purposes.  No  interest  at  all  was  paid 
from  1898  to  1913. 

But  capital  must  be  secured  abroad.  Industrial  development 
is  impossible  without  it.  The  greatest  export  industry  of  the 
Isthmus — the  banana  industry — is  solely  the  development  of  a 
single  American  corporation — the  United  Fruit  Company.  Gua- 
temala has  been  called,  from  a  financial  point  of  view,  a  German 
colony.  Federation  can  perform  a  worthy  service  by  giving  the 
new  state  such  standing  among  the  nations  of  the  world  as  will 
allure  funds  for  the  extension  of  industrial  life.  Transportation 
needs  similar  help.  Such  meager  facilities  as  exist  are  due  to 
foreign  investments,  and  much  needed  extensions  can  come  only 
from  outside  loans.  Tegucigalpa,  the  capital  of  the  new  republic, 
has  no  railroad  connection  with  either  coast.  To  be  sure  this 
city  is  connected  to  San  Lorenzo,  at  the  Gulf  of  Fonseca  on  the 
Pacific,  by  the  finest  automobile  highway  in  Central  America,  but 
the  juicy  ten  cents  a  mile  paid  to  our  lawmakers  journeying  to 
legislative  gatherings  would  lose  their  juiciness  for  the  delegates 
to  the  Federal  Council  from  the  several  states  when  the  eighty-one 
miles  by  automobile  cost  thirteen  cents  gold  per  mile.  Transcon- 
tinental railroads  have  been  the  dream  of  every  state  in  this 
region,  and  their  partial  realization  has  cost  millions.  Guatemala 
possesses  such  a  railroad,  yet  elsewhere  in  that  country,  as  well 
as  in  Salvador,  and  Honduras,  transportation  is  still  largely  car- 
ried on  by  ox-carts  or  mules.  Railroad  builders  in  this  territory 
have  taken  thought  for  bananas  rather  than  beings.  Indeed, 
often  the  easiest  and  quickest  route  from  one  Central  American 
country  to  another  is  via  a  Gulf  port  of  the  United  States. 
Letters  from  San  Francisco  to  some  of  these  countries  require 
more  time,  and  are  less  certain  of  delivery,  than  if  destined  for 
Hong  Kong  or  Constantinople. 

Why  weary  with  details  ?  If  the  new  federated  government  can 
guarantee,  and  substantiate  its  guarantee,  that  foreign  loans  will 
not  be  repudiated  or  swallowed  up  by  greed  and  dishonesty,  that 
interest  will  be  paid  in  full,  and  that  money  loaned  will  be  used  to 
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build  up  the  industries,  on  this  one  economic  basis  it  will  justify 
its  existence. 

But  all  economic  roads  in  Central  America  lead  to  foreign 
trade.  Stable  government,  the  reduction  of  national  expenses, 
the  improvement  of  conditions  pertaining  to  foreign  loans,  the 
establishment  of  adequate  transportation  are  only  steps  in  the 
right  direction.  Their  full  fruition  will  come  when  the  level  of 
living  of  these  people  is  raised  by  the  introduction  of  modern 
commodities  and  services  purchased  through  the  sale  abroad  of 
surplus  products.  No  federating  of  states  can  change  the  char- 
acter of  the  products.  But  in  a  region  which  nature  has  so 
richly  endowed,  the  possibilities  of  expanding  the  exports  and 
consequently  the  imports  are  practically  unlimited.  Let  the  cen- 
tral authorities  assure  the  farmer  that  his  cattle  will  not  become 
the  prey  of  a  band  of  marauders,  and  this  region  will  become  one 
of  the  meat  producing  areas  of  the  world ;  let  it  be  made  possible 
for  silver,  gold,  and  other  minerals  to  reach  the  lanes  of  commerce 
by  rail  instead  of  on  the  heads  of  Indians  or  the  backs  of  mules, 
and  mining  will  develop ;  let  the  valuable  woods,  so  useful  in  mod- 
ern commerce,  find  a  way  to  reach  manufacturing  centers  without 
traveling  for  days  at  prohibitive  cost  over  roads  knee  deep  in  mud, 
and  lumbering  will  flourish.  On  the  other  hand,  let  textiles, 
machinery,  flour,  boots  and  shoes,  mining  materials,  chemicals, 
electric  equipment,  hardware,  and  hundreds  of  manufactured  pro- 
ducts find  a  way  to  reach  the  common  people,  and  the  economic 
awakening  of  Central  America  is  at  hand.  Vexatious  tariff  duties 
now  hinder  imports  and  hamper  trade.  These  duties,  together 
with  fees,  licenses,  business  taxes,  petty  regulations,  and  lack  of 
transportation,  now  boost  the  selling  price  of  the  foreign  product 
to  from  three  to  five  times  the  original  cost.  If  the  new  com- 
mittee appointed  to  unify  the  tariff  laws  of  the  different  states  can 
establish  a  common  tariff,  permitting  ready  entrance  to  foreign 
products  and  promoting  their  circulation  from  country  to  coun- 
try within  the  Republic,  if  it  can  abolish  the  artificial  hindrances 
to  business  enterprise,  the  present  foreign  trade  both  in  exports 
and  imports  will  be  doubled  or  trebled. 

Do  the  economic  bases  of  Central  American  life  justifv  federa- 
tion.? They  do.  The  problems  of  development  here  presented 
are  fundamental  and  still  await  solution;  but  a  single  nation  of 
five  states,  or  even  of  the  present  three,  with  a  united  front  and 
a  uniform  policy  in  commerce  and  diplomacy,  will  gain  a  world 
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position  far  superior  to  any  which  petty  individual  states,  separ- 
ated by  the  mutual  jealousies  and  hostilities  of  former  days,  can 
ever  hope  to  attain.  Such  a  position  resulting  from  union  spells 
progress.  The  future  alone  will  determine  the  success  of  this  new 
Federation. 


ROUND  TABLE  CONFERENCE  ON  THE  TEACHING  OF 
ELEMENTARY  ECONOMICS 

E.  L.  Bog  ART,  Chairman 

The  Round  Tabic  on  Wednesday  afternoon  on  the  Teaching 
of  Elementary  Economics  was  attended  by  a  large  gathering. 
In  this  meeting  the  first  four  speakers  presented,  in  an  informal 
way,  remarks  which  they  had  been  asked  in  advance  to  prepare. 
After  these  set  speeches  there  was  a  general  discussion.  The 
following  summary  is  based  upon  notes  taken  by  the  chairman, 

H.  L.  LuTZ,  Oberlin,  spoke  of  the  aims  and  objectives  of  the 
course  in  elementary  economics.  These  appear  to  depend  largely  upon 
the  character  of  the  course  to  be  taught,  and  the  previous  training 
and  background  of  the  students  themselves.  Professor  Lutz  stated  as 
his  conclusion,  after  some  years  of  observation,  that  the  students  are 
not  ready  to  undertake  the  study  of  elementary  economics,  using  such 
a  text  as  Taussig's  Principles,  before  the  Sophomore  year. 

For  such  students  as  he  had  come  in  contact  with  he  found  the 
following  propositions  to  be  true:  (1)  They  lack,  generally  speaking, 
the  background  of  knowledge  of  the  details  of  our  fundamental  eco- 
nomic processes,  and  of  the  structure  of  mdoern  industrial  society. 
This  is  a  new  world  to  many  of  them,  in  which  even  the  terms  and 
concepts  so  familiar  to  us  are  foreign  to  their  previous  experience. 
(2)  Most  of  these  students  do  not  intend  to  become  specialists  in  the 
subject.  Their  principal  interests  are  elsewhere,  and  they  are  taking 
one  or  more  courses  in  economics  as  a  part  of  a  well-rounded  educa- 
tion. (3)  Whatever  their  special  interests  may  be  in  college  or  in 
after  life,  they  have  discovered  that  they  must  of  necessity  become 
citizens,  and  must  look  forward  to  assuming  their  part  of  the  respon- 
sibilities that  accompany  this  privilege. 

Having  in  mind  these  needs  of  the  students  whom  we  are  called  upon 
to  teach,  we  may  discern  at  least  three  principal  objectives  of  the 
course:  (1)  The  course  must  be  sufficiently  concrete  and  descriptive 
to  give  the  student  some  familiarity  with  our  economic  institutions, 
as  well  as  with  the  terms  and  concepts  of  the  science.  (2)  The 
student  must  be  trained,  as  well  as  may  be,  in  the  method  and  the 
character  of  economic  reasoning.  These  are  in  such  marked  contrast 
with  the  exact  reasoning  and  rigid  proof  of  the  sciences  which  he  has 
hitherto  studied  that  he  is  likely,  at  first,  to  be  skeptical  of  the  results 
which  we  reach.  Economics,  properly  taught,  becomes  an  excellent 
discipline  in  the  development  of  judgment.  (3)  The  end  and  goal  of 
all   our   teaching  must   be   the   development   of   better   citizens.     The 
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teaching  of  economics,  therefore,   must   contribute   to  this   end  or   it 
fails  in  its  highest  purpose. 

H.  T.  CoLLiNGs,  University  of  Pennsylvania,  discussed  briefly  the 
"Content  of  the  Course"  in  elementary  economics,  as  given  in  the 
Vi^iarton  School.  The  course  in  elementary  economics  is  taken  by 
Freshmen.  The  class  of  about  1000  is  divided  into  three  groups  of 
from  300  to  350  for  lecture  purposes — one  hour  per  week.  The 
students,  divided  into  35  recitation  sections,  meet  twice  a  week  under 
the  direction  of  nine  instructors.  The  work,  therefore,  consists  of 
one  hour  of  lecture  and  two  hours  of  recitation  each  week  throughout 
the  year. 

A  different  text  is  used  each  year  in  order  to  avoid  getting  into  ruts 
in  questions  and  examinations.  In  addition  to  this  book  supplementary 
texts  are  used,  of  each  of  which  there  are  about  100  copies  in  the 
Library.  From  these  are  assigned  ten  to  thirty  pages  per  week, 
according  as  the  material  in  them  fits  in  with  the  subject  under  dis- 
cussion. Besides  this  the  students  are  given  each  week  from  one  to 
fifteen  pages  of  mimeographed  material  taken  from  newspapers,  maga- 
zines, or  other  texts,  with  a  view  to  making  the  course  more  interesting 
by  presenting  material  concerning  present  day  economic  problems. 
There  are  also  mimeographed  each  week  from  ten  to  twenty  questions 
dealing  with  the  lecture,  the  class  text,  or  the  supplementary  readings. 
These  questions  in  the  hands  of  the  students  form  the  basis  for  much 
of  the  class  discussion. 

The  content  of  both  lecture  and  recitation  is  governed  largely  by 
the  method  of  approach.  Economics  is  regarded  as  the  science  of 
business,  and  its  principles  are  approached  from  the  business  point  of 
view,  thus  emphasis  is  laid  upon  the  business  side  rather  than  upon  the 
sociological  or  psychological. 

The  lecture  each  week  deals  with  a  single  subject  such  as  land, 
money,  profits,  etc.,  even  though  the  text  used  may  not  treat  such 
topics  separately  and  specifically.  The  subject  is  considered  under 
three  or  four  subheads,  each  of  which  deals  with  some  principle 
relative  to  the  matter  in  hand.  These  subheads  are  expanded  by  the 
presentation  of  business  phenomena,  particularly  illustrating  the  vari- 
ous phases  of  the  subject.  At  the  close  of  the  term  a  mimeographed 
sheet  is  placed  in  the  hands  of  each  student,  giving  each  of  the  subjects 
in  the  order  of  presentation,  together  with  an  indication  of  all  assign- 
ments in  texts  and  supplementary  material,  so  that  the  student  may 
have  before  him  an  outline  of  the  content  of  the  course  and  may  see 
the  relation  of  each  subject  considered  to  such  general  fields  as  pro- 
duction, exchange,  and  distribution. 

Less  need  be  said  with  reference  to  the  content  of  the  recitation. 
The  endeavor  in  the  two  recitation  hours  each  week  is  to  encourage 
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the  students  to  discuss  the  basic  principles^  to  see  their  application  in 
business,  and  to  understand  their  connection  with  business  life.  The 
recitation  endeavors  to  avoid  controversial  matter;  hair-splitting  dis- 
tinctions are  omitted  since  it  is  believed  that  these  have  no  place  in  an 
introductory  course. 

The  entire  content  of  the  course  is  so  organized  that  all  sections 
have  the  same  lecture,  the  same  text  assignments,  and  the  same  supple- 
mentary material  and  questions  each  week.  All  classes,  too,  take  the 
same  examination  at  the  end  of  the  month  and  at  the  end  of  the  term. 
So  much  uniformity  seems  necessary  with  a  large  group  of  students 
taught  by  nine  or  ten  different  instructors.  It  should  be  added,  how- 
ever, that  beyond  this  uniformity  of  content  the  teaching  in  the  various 
sections  is  entirely  individual.  In  the  Wharton  School,  therefore,  the 
aim  is  to  use  the  combined  knowledge  to  make  a  uniform  course  as 
far  as  its  content  is  concerned,  but  each  instructor  is  left  entirely  free 
to  present  this  material  in  the  way  which  his  training  and  personality 
dictate. 

C.  O.  RuGGLESj  Ohio  State  University,  in  discussing  the  teaching  of 
the  elementary  course  said  that  it  is  advantageous  to  consider,  first, 
the  place  of  the  study  in  the  curriculum;  second,  the  content  of  the 
course;  and  third,  the  method  of  teaching. 

It  would  appear,  he  said,  that  we  have  reached  a  point  where  we 
ought  to  give  some  work  in  elementary  economics  in  the  Freshman 
year.  Indeed  if  we  are  to  have  voters  practicing  in  the  field  of  applied 
economics,  it  will  be  necessary  to  introduce  some  study  of  elementary 
economics  into  the  secondary  schools.  This  does  not  mean  that  we 
are  to  take  what  has  been  recognized  as  a  proper  course  for  college 
Sophomores  and  give  it  to  Freshmen  and  to  those  in  the  secondary 
schools.  But  it  does  mean  that  students  of  economics  ought  to  be 
giving  serious  consideration  to  the  preparation  of  materials  that  will 
be  suitable  for  the  secondary  schools  and  for  college  Freshmen. 

It  is  sometimes  urged  that  the  elementary  course  should  not  attempt 
to  cover  so  many  topics ;  that  a  more  intensive  study  of  some  phases 
of  the  subject  would  be  better.  This  would  be  a  very  good  plan  if 
all  students  were  to  take  the  advanced  courses.  If  there  is  to  be  a 
course  in  the  Freshman  year  it  might  be  possible  to  make  some  reorgan- 
ization of  the  work  so  as  to  give  a  more  general  survey  in  the  Freshman 
year,  followed  by  a  more  intensive  course  in  the  Sophomore  year. 
But  if  nothing  is  given  in  the  Freshman  year,  the  course  for  Sopho- 
mores should  not  be  too  limited  in  scope.  Too  many  college  students 
drop  out  before  they  become  Juniors,  and  the  curriculum  ought  to  be 
so  arranged  that  a  student  will  have  had  a  course  furnishing  him  an 
introduction  to  the  general  field  of  economics  by  the  time  he  has  had 
two  years  in  college.      If  it  is  necessary  now  to  apologize  for  suggest- 
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ing  that  a  student  ought  possibly  to  have  work  in  the  principles 
of  economics  both  in  the  Freshman  and  Sophomore  years,  it  will  not 
be  necessary  much  longer. 

As  to  the  method  of  teaching  the  elementary  course,  it  would  appear 
from  our  experience,  especially  in  recent  years  with  very  large  classes, 
that  the  lecture  method  is  of  very  little  value.  It  may,  however,  be 
advantageous  to  have  class  schedules  arranged  so  that  all  students 
taking  the  elementary  course  can  be  called  together  at  the  same  hour 
for  uniform  examinations.  If  the  reply  is  made  that  it  is  expensive 
to  handle  large  elementary  classes  in  small  sections,  it  ought  to  be 
appreciated  that  educational  institutions  now  spend  large  amounts 
for  equipment,  instructors,  and  laboratory  assistants  in  science,  and 
therefore  those  responsible  for  results  in  the  field  of  the  social 
sciences  may  insist  on  a  sufficient  amount  of  individual  work  on  the 
part  of  students  taking  the  course  to  accomplish  satisfactory  results. 

It  would  appear,  too,  that  the  very  large  numbers  now  taking 
elementary  economics  should  giv^e  opportunity  to  select,  through  intelli- 
gence tests,  the  students  who  can  be  given  a  course  much  more  difficult 
than  can  be  given  to  all  students.  This  is  particularly  important  in 
state  universities  where  students  from  some  of  the  colleges  are  required 
to  take  the  work  while  those  from  other  colleges  may  elect  it.  Any 
one  who  has  had  experience  with  alphabetical  sections  of  a  thousand 
sucli  students  will  doubtless  feel  that  there  is  something  of  promise 
in  the  plan  here  suggested. 

The  social  significance  of  the  study  of  elementary  economics  justi- 
fies careful  consideration  of  the  possibilities  of  its  introduction  even 
into  secondary  education  and  warrants  the  demand  for  sufficient  funds 
to  offer  it  in  a  satisfactory  manner  in  our  universities. 

Professor  E.  E.  Day,  Harvard,  referring  to  Professor  Ruggles' 
suggestion  that  students  in  the  elementary  course  be  classified  on  the 
basis  of  some  sort  of  intelligence  test,  and  assigned  to  sections  accord- 
ingly, first  spoke  briefly  regarding  the  special  sections  which  are 
organized  in  the  elementary  course  at  Harvard.  For  six  or  seven 
years  it  has  been  the  practice,  he  said,  to  segregate  toward  the  end 
of  the  first  semester  the  men  whose  records  have  indicated  that  they 
have  a  reasonable  chance  of  obtaining  a  final  "A"  (highest  grade) 
in  the  course.  These  twenty-odd  best  men  have  been  placed  in  a 
separate  section,  in  the  conduct  of  which  there  has  been  full  recognition 
of  the  unusual  capacity  of  the  men.  From  time  to  time  during  the  year 
additional  men  are  transferred  to  this  special  section  as  they  show 
that  they  have  a  chance  of  obtaining  a  final  "A".  Toward  the  end  of 
the  year  the  section  sometimes  enrolls  as  many  as  thirty  men.  In 
view  of  the  character  of  the  section  it  has  been  possible  to  work  much 
more  rapidly  through  the  easier  material  and  to  devote  the  bulk  of 
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the  time  to  the  more  difficult  portions  of  the  work.  Furthermore, 
weekly  tests  which  are  given  in  the  other  sections  have  been  largely 
given  up  in  this  special,  so-called  "AA"  section.  The  plan  has  worked 
admirably  from  the  start.  It  not  only  gives  the  men  in  the  special 
section  instruction  much  better  adapted  to  their  needs,  but  stimulates 
interest  among  a  large  number  of  the  better  men  in  the  course  who 
definitely  seek  to  make  the  "AA"  section. 

In  one  year  a  similar  plan  was  adopted  for  the  twenty-five  poorest 
men  who  survived  the  mid-year  examination.  In  this  section,  as  in 
the  other,  special  methods  of  instruction  were  adopted  and  found  to 
be  more  effective  than  those  employed  for  the  customary  section.  The 
plan  undoubtedly  obtained  results  in  enabling  a  number  of  men  to  pass 
the  course  who  otherwise  would  have  failed,  but  after  careful  con- 
sideration of  the  whole  experiment  it  was  judged  to  be  an  uneconomic 
use  of  the  Department's  resources  and  the  special  section  has  never 
again  been  adopted  for  low-grade  men.  Professor  Day  seemed  to 
think  that  excellent  results  are  to  be  obtained  from  a  moderate  amount 
of  classification  and  segregation  at  the  top,  but  that  the  principle 
cannot  profitably  be  extended  to  include  all  students  enrolled  in  the 
elementary  course. 

Some  difference  of  opinion  having  appeared  regarding  the  proper 
place  of  the  elementary  course  in  the  collegiate  curriculum.  Professor 
Day  ventured  to  suggest  that  the  experience  at  Harvard  has  seemed 
to  demonstrate  unmistakably  that  college  men  do  a  better  grade  of 
work  in  elementary  economic  principles,  and  obtain  distinctly  more 
from  the  instruction,  after  having  had  a  full  year  of  college  work. 
This  does  not  mean  that  the  elementary  course  cannot  be  profitably 
taken  by  first-year  college  students ;  but  where  it  is  safe  to  assume 
that  the  studnts  will  elect  the  subject  as  freely  in  their  second  year 
as  in  their  first,  it  seems  preferable  for  them  to  defer  taking  the  course 
until  their  second  year,  particularly  if  the  course  can  follow  systematic 
instruction  in  more  general  social  science  during  the  first  year.  It  is 
certainly  to  be  hoped  that  effective  instruction  in  social  science  can 
be  worked  back  into  the  earlier  years  of  the  educational  system. 
Professor  Day  was  of  the  opinion  that  an  attempt  should  be  made  to 
carry  social  studies  back  at  least  to  the  start  of  secondary  school 
work.  This  does  not  imply,  that  deferment  of  the  work  in  elementary 
principles  is  not  desirable  in  the  organization  of  the  college  curriculum. 
In  Professor  Day's  judgment  the  course  in  elementary  economics  is 
placed  better  in  the  Sophomore,  than  in  the  Freshman,  year. 

Professor  Day  devoted  the  major  part  of  his  time  to  strong  recom- 
mendation of  experiment  with  the  case  or  problem  method  in  the  teach- 
ing of  elementary  economics.  He  warned  against  any  confusion  between 
the  case,  or  problem,  method  and  the  use  of  books  of  selected  ma- 
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terials.  As  an  illustration  of  case  or  problem  work  he  outlined  a 
problem  in  the  determination  of  competitive  value  with  special  refer- 
ence to  the  influence  of  cost  of  production.  The  illustrative  problem 
had  to  do  particularly  with  an  application  addressed  to  the  Federal 
Trade  Commission  in  1919  by  the  Western  Association  of  Rolled  Steel 
Consumers  for  a  complaint  against  the  United  States  Steel  Corpora- 
tion and  certain  independent  companies  because  of  the  common  practice 
of  quoting  steel  prices  throughout  the  country  on  the  basis  of  the 
prevailing  Pittsburgh  price,  plus  an  amount  equal  to  the  freight  on  the 
products  from  Pittsburgh  to  the  point  of  destination.  Professor  Day 
indicated  how  such  a  concrete  case  might  be  made  the  basis  of  a  dis- 
cussion of  important  economic  factors  and  their  interaction  in  the 
determination  of  market  price.  In  his  judgment  such  a  case  might 
be  made  to  lend  much  greater  concreteness  to  abstract  economic  prin- 
ciples. Furthermore,  the  method  has  the  great  merit  of  connecting 
the  classroom  work  with  the  known  and  ascertainable  interests  of  the 
typical  undergraduate.  It  was  Professor  Day's  idea  that,  in  the  solu- 
tion of  the  problems,  students  should  have  the  use  of  standard  texts 
and  of  a  considerable  amount  of  supplementary  material.  The  method 
would  differ  fundamentally  from  the  customary  use  of  the  standard 
text  in  that  instruction  would  center  about  the  solution  of  a  problem 
placed  in  the  hands  of  students,  with  no  advance  class-room  indication 
of  the  correct  solution.  Undoubtedly,  the  collection  of  satisfactory 
case  material  is  a  laborious  and  expensive  undertaking,  but  an  abund- 
ance of  material  exists  in  the  reports  of  various  public  commissions, 
labor  adjustment  boards,  tax  authorities,  trade  associations,  and  less 
formal  agencies.  While  it  may  not  be  feasible  to  introduce  the  method 
in  full  in  any  particular  course,  it  was  Professor  Day's  opinion  that 
systematic  trial  of  the  method  should  be  undertaken  as  early  as  possible 
and  the  effects  of  the  change  in  method  carefully  examined  and,  if 
possible,  measured. 

H.  D.  DoziER,  Dartmouth  College,  stated  that  it  was  the  practice 
in  Dartmouth  to  give  Freshmen  a  preparatory  course  in  economics 
and  then  in  the  Sophomore  year  to  give  them  a  course  in  the  princi- 
ples. The  Freshmen  are  given  a  course  in  citizenship  as  a  founda- 
tional course  upon  which  the  more  advanced  courses  in  all  the  social 
sciences  are  based.  He  then  asked  Mr.  Graham,  who  taught  this 
course  last  year  at  Dartmouth,  to  explain  it  more  fully. 

Frank  D.  Graham,  Dartmouth  College,  stated  that  the  course  in 
Citizenship  had  been  started  the  previous  year  as  an  experiment,  but 
that  it  had  worked  very  well  and  had  serv'^ed  to  stimulate  the  interest 
of  the  students.  The  problem  method  was  followed  and  an  effort 
made  to  present  to  the  students  live  issues,  approaching  them  from 
the  standpoint  of  good  citizenship.      Last  year  they  had  taken  up  in 
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class  the  issues  presented  in  the  presidential  campaign,  and  had  used 
material  from  newspapers  and  magazines  which  dealt  with  this  subject. 
The  steel  strike,  in  its  various  aspects,  had  also  been  used  as  the  basis 
of  discussions,  and  had  served  to  introduce  many  economic  principles. 

Mr.  J.  L.  McCaskey,  mechanical  engineer,  Westinghouse  Electrical 
and  Manufacturing  Company,  Pittsburgh,  made  a  plea  for  the  teach- 
ing of  economics  as  the  best  possible  training  in  citizenship.  There 
is  a  strong  demand  for  training  in  this  subject  on  the  part  of  people 
who  do  not  have  the  opportunity  to  attend  college.  The  plan  was 
tried  in  the  Westinghouse  Company  of  having  the  workingmen  partic- 
ipate in  the  management,  but  it  was  soon  discovered  that  the  delegates 
of  the  workingmen  knew  no  economics  and  did  not  understand  the 
problems  presented.  They  were  told  that  they  should  study  this 
subject,  but  they  could  not  be  persuaded  to  go  to  the  Carnegie  Institute 
of  Technology  or  to  the  University  of  Pittsburg  or  to  lectures  given 
by  men  in  these  institutions.  It  therefore  became  necessary  to  give 
instruction  in  economics  to  the  men  in  the  plant.  This  has  been  done 
by  the  construction  of  a  large  wall  screen  on  rollers,  on  which  were 
presented  by  means  of  charts  and  graphs  and  other  devices  the  im- 
portant economic  facts  of  production,  exchange,  and  distribution.  It 
was  found  that  by  this  method  even  the  illiterate  men  in  the  plant 
were  able  to  understand  the  material  presented,  and  that  all  took  a 
great  interest  in  the  course. 

J.  B.  Thompson,  Maryland,  State  College,  stated  that  at  his  institu- 
tion they  had  to  teach  not  only  business  students,  as  was  true  of  the 
University  of  Pennsylvania,  but  students  from  every  school  in  the 
college,  and  that,  therefore,  the  principles  of  economics  must  be  pre- 
sented from  the  social  standpoint  rather  than  from  the  business  stand- 
point. The  great  difficulty  which  they  had  experienced  in  teaching 
large  elementary  classes  was  that  of  checking  up  the  work  and  keeping 
the  students  busy.  In  order  to  do  that  they  gave  short  bi-weekly  tests 
in  which  a  student  would  be  asked  to  write  for  perhaps  ten  minutes 
on  some  one  question  covered  by  the  day's  assignment.  He  also  advo- 
cated the  giving  out  of  problem  questions  by  the  lecturer,  which  might 
be  dictated,  for  the  students  to  answer.  Written  quizzes  of  not  more 
than  fifteen  minutes  were  later  given  in  which  four  questions  of  those 
given  out  were  to  be  answered.  The  student  would  usually  write  not 
more  than  one  sheet,  which  could  be  easily  read  and  graded  bv  the 
instructor.  As  to  the  problem  method,  he  thought  there  was  great 
difficulty  in  obtaining  problems  that  were  interesting  to  all  the  students. 

D.  T.  Clark,  Williams  College,  spoke  of  the  problem  method  of 
instruction.  He  stated  that  Professor  Day  had  anticipated  the  chief 
objection  to  the  problem  or  case  method  by  saying  that  a  systematic 
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treatise  on  economics  was  to  be  placed  in  the  hands  of  the  students 
and  that  they  were  required  to  consult  it  fully.  Without  some  such 
guide  the  student  would  be  apt  to  flounder.  The  subject  of  economics 
is  a  most  important  one  in  a  democracy,  as  an  understanding  of  its 
principles  is  an  essential  condition  to  good  citizenship.  Since  many 
students  never  go  to  college,  the  subject  should  be  taught  in  the  high 
schools  and  even,  he  thought,  in  the  grade  schools.  So  far  as  the 
teaching  of  economics  in  college  is  concerned,  he  agreed  with  Pro- 
fessor Day  that  the  Sophomores  would  understand  this  abstract,  phil- 
osophical subject  better  than  Freshmen.  Just  where  the  course  should 
be  placed  in  a  student's  curriculum  would,  however,  depend  upon  how 
much  time  he  could  give  to  the  subject.  In  Williams  College,  it  was 
formerly  given  to  Juniors,  but  in  the  last  two  or  three  years  it  had 
been  offered  as  a  Sophomore  subject.  Before  he  concluded,  Mr.  Clark 
said  that  he  would  like  to  address  questions  to  two  of  the  previous 
speakers.  Of  Professor  Collings  he  wished  to  ask  whether  the  aim  at 
the  University  of  Pennsylvania  was  to  study  business  from  the  social 
standpoint.  He  agreed  with  Mr.  McCaskey  that  economics  should  be 
taught  to  workingmen,  but  of  him  he  wished  to  ask  what  kind  of  eco- 
nomics they  taught  to  workingmen. 

Professor  Collings  stated,  in  reply  to  Professor  Clark's  question, 
that  at  the  Wharton  School  they  taught  welfare  and  not  price  eco- 
nomics. Since  the  students  had  four  years  of  work  in  this  field, 
however,  many  of  the  courses  which  they  took  were  technical  or  semi- 
professional. 

Mr.  McCaskey  stated  that  the  aim  of  the  instruction  given  by  the 
Westinghouse  Company  was  to  develop  better  citizens  and  also  to 
acquaint  the  men  with  business  conditions.  He  believed  that  knowl- 
edge of  economic  principles  tended  to  the  development  of  a  higher 
civilization.  They  had  found  that  a  full  explanation  of  the  processes 
of  production  made  the  men  understand  the  economic  loss  involved 
in  restriction  of  output.  He  thought  that  the  course  acted  as  an  anti- 
dote to  socialism. 

Francis  Tyson,  University  of  Pittsburgh,  said  that  the  previous 
year  his  department  had  adopted  at  Pittsburgh  a  two-year  plan  for  the 
teaching  of  elementary  economics,  of  which  the  first  year  embraced 
commercial  geography  and  economic  history  and  the  second  year  a 
course  in  the  principles.  In  this  way  they  provided  the  student  first 
with  a  background  and  with  a  foundation  of  industrial  facts.  During 
the  previous  summer  there  had  been  a  reorganization  of  the  economics 
courses  and  at  present  they  are  experimenting  with  a  new  course. 
This  is  a  gateway  course  called  Human  Progress,  which  gives  a  survey 
of  most  of  the  economic  progress  down  to  the  present  time.  It  was 
found  that  this  course  heightened  the  interest  of  the  students  and  he 
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believed  that  it  would  prove  a  valuable  introduction  to  the  course  in 
the  principles  of  economics.  The  course  was  given  to  the  Freshmen 
and  they  had  found  it  desirable  to  have  a  so-called  Director  of  Fresh- 
men to  hold  conferences  with  the  students  for  the  purpose  of  illu- 
minating the  course.  In  conclusion,  he  hoped  that  a  plan  might  be 
devised  by  which  the  teachers  in  different  institutions  could  pool  their 
experiences  and  exchange  material  used  in  conducting  the  courses  in 
elementary  economics. 

Professor  Day  replied  to  this  that  he  had  talked  of  the  matter  of 
cooperative  action  in  the  way  of  getting  out  problem  material  or  of 
exchanging  experiences  with  Dean  L.  C.  Marshall  of  the  University 
of  Chicago,  and  they  agreed  that  the  matter  called  for  joint  action. 
In  order  to  assist  this  movement,  the  Journal  of  Political  Economy 
planned  to  publish  some  sample  case  material,  but  he  feared  that  such 
a  method,  desirable  as  it  was,  would  not  accomplish  the  desired  pur- 
pose in  a  reasonable  time.  If  such  cooperative  work  is  to  be  under- 
taken along  these  lines,  it  needs  the  appointment  of  a  committee  to 
organize  it  and  guide  it  through. 

Professor  Ruggles  stated  that  at  the  Cleveland  meeting  of  the  Na- 
tional Education  Association  a  plan  had  been  arranged  by  which 
teachers  in  the  secondary  schools  can  excliange  classroom  material. 
Any  such  plan  must,  however,  be  organized  on  a  comprehensive  scale 
if  it  is  to  be  efficient. 
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THE  CHAIN  STORE  GROCER 
By  Alfred   H.   Beckmann 

The  well-organized  Chain  Store  Grocer  has  proven  an  evolution  in 
merchandising,  and  developed  an  industry  which  today  occupies  a 
most  important  place  in  the  distribution  of  food  products  and  grocery 
specialties  for  the  producer  or  manufacturer,  and  to  the  consumer. 

The  purpose  of  the  National  Chain  Store  Grocer's  Association  of 
the  United  States  is  to  assist  in  elevating  the  industry;  to  oppose  im- 
proper methods  and  illegitimate  practices  inimical  to  the  right  conduct 
of  business  that  honest  and  open  competition  may  prevail;  to  assist  in 
the  enactment  and  enforcement  of  federal  and  state  Pure  Food  laws, 
which  in  their  operation  shall  deal  justly  with  the  rights  of  consumers 
and  the  trade;  to  foster  the  adoption  and  enforcement  throughout  the 
United  States  of  uniform  laws  upon  commercial  subjects;  and,  last 
but  not  least,  to  make  possible  a  low  cost  to  the  consumer. 

Tliere  are  less  than  seventy-five  responsible  Chain  Grocery  Store 
organizations,  operating  not  over  fifty  thousand  chain  stores,  in  the 
United  States.  There  are  some  so-called  buying  exchanges  and  co- 
operative associations  which  in  the  main  do  not  conduct  their  business 
as  merchants,  and  tend  to  invite  the  innocent  public's  money  without 
any  stable  foundation  to  produce  legitimate  returns.  Most  of  these 
are  short-lived  because  of  their  inability  to  function  properly  for  the 
investor,  for  the  producer  or  manufacturer,  and  to  the  consumer. 

The  development  of  the  chain  grocery  industry  is  only  in  its  infancy 
and  has  great  possibilities  under  efficient  and  economic  management, 
with  which  must  necessarily  be  coupled  proper  service  for  the  producer 
or  manufacturer  and  low  costs  and  good  values  to  the  consumer. 

High-class  merchandise,  efficiency  in  service,  quick  turn-over  and 
the  cash  and  carry  system,  are  the  essential  elements  which  tend  to 
develop  the  chain  grocery  store  industry  and  these  elements  prevail  in 
the  well-conducted  chain  grocery  store  organization. 

When  it  is  considered  that  the  chain  store  grocery  is  of  only  recent 
origin,  compared  to  other  channels  of  distribution,  it  is  not  surprising 
that  there  are  some  interests  which  deplore  the  development  and 
efficiency  of  the  chain  store  grocer,  yet  when  ANY  avenue  of  distribu- 
tion ceases  to  function  economically  for  the  producer  or  manufacturer 
and  especially  to  the  ultimate  consumer,  it  retards  its  own  progress 
and  hastens  the  development  of  the  other. 

Chain  grocery  store  organizations,  properly  conducted,  perform  the 
function  of  botli  wliolesaler  and  retailer,  though  eliminating  a  consid- 
erable overhead  expense,  enabling  the  passing  on  of  a  low  cost  to  the 
consumer. 


Marketing  187 

The  chain  store  grocer  seldom  stocks  many  various  and  conflicting 
brands  of  the  same  food  product,  but  concentrates  his  efforts  on  one  or 
two  brands  and  keeps  up  a  free  and  continuous  movement  on  them, 
though  always  mindful  of  the  consumer's  demand. 

In  selling  to  responsible  chain  grocery  store  organizations,  the 
manufacturer  eliminates  a  considerable  overhead  expense,  in  the  cost 
of  traveling  salesmen  and  so-called  specialty  salesmen.  The  average 
quantity  purchased  by  responsible  chain  grocery  store  organizations 
is  usually  much  larger  than  that  purchased  by  so-called  wholesale 
grocers  or  jobbers.  The  buying  is  done  at  the  headquarters  of  the 
chain  grocery  store  organization,  without  any  sales  expense  on  the 
part  of  the  manufacturer  or  producer.  Where  chain  store  organiza- 
tions operate  in  different  sections  of  the  country,  they  usually  have 
warehouse  facilities  which  enable  them  to  assemble  their  supplies 
direct  from  the  manufacturer  and  redistribute  to  the  individual  stores 
at  a  lesser  cost  than  applies  otherwise,  considering  freight  and  cartage. 

The  consumer  can  and  does  obtain  a  low  cost  through  the  ability 
of  the  chain  store  to  buy  direct  in  larger  quantities.  The  chain  store 
grocer  turns  his  stock  over  from  twelve  to  twenty-five  times  per  annum, 
sells  for  cash,  makes  no  deliveries,  and  the  consumer  is  saved  an  aver- 
age of  15  per  cent  in  buying,  due  to  the  efficiency  of  the  home  of  the 
chain  store  organization. 

Values  compare  most  favorably,  in  that  the  chain  store  grocer  can- 
not prosper  unless  he  supplies  the  best  of  what  the  public  demands, 
and  carries  such  articles  as  the  consumer  calls  for.  Further,  some 
chain  grocery  store  organizations  manufacture  a  great  many  of  the 
products  which  they  sell.  Some  of  the  larger  ones  can  milk,  bake 
bread,  can  tomatoes,  peas,  etc. ;  manufacture  flavoring  extracts,  cocoa 
and  chocolate,  macaroni,  spaghetti  and  noodles;  grind  spices,  bottle 
vinegar  and  olives,  manufacture  ammonia,  bluing  and  very  many  other 
articles  necessary  in  the  home,  which  does  not  apply  to  so-called 
wholesale  grocers  as  they  would  not  be  assured  of  their  outlet  as  is 
a  large  chain  grocery  store  organization. 

That  the  consumer  receives  the  benefit  of  low  costs  in  buying  from 
the  chain  store  is  proven  by  reason  of  its  many  units;  it  is  able  to  buy 
car  lots  where  the  individually  owned  grocery  can  only  buy  in  small 
quantities,  and  by  the  further  fact  that  there  is  scarcely  a  chain  gro- 
cery store  organization  making  a  greater  net  profit  than  3  per  cent  on 
its  sales,  while  the  so-called  retail  grocers  claim — and  it  is  so  contended 
by  them — that  their  gross  margin  must  be  30  per  cent  to  make  any 
money,  while  the  chain  store  grocer's  average  gross  cost  of  conducting 
business  is  between  131/4  per  cent  lowest  and  18^2  per  cent  highest. 

The  turnover  in  the  chain  store  occurs  much  oftener  than  in  the 
regular  retail  grocery  store,  therefore  the  goods  are  fresher;  and  the 
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rigid  system  of  cleanliness  keeps  the  store  in  perfect  condition.  The 
chain  store  has  fostered  the  package  idea,  and  the  days  of  the  outside 
display — such  as  the  open  mackerel  tub,  molasses  barrel,  loose  crack- 
ers (all  subject  to  exposure  and  germs)  and  the  old-fashioned  saw- 
dust on  the  floor — are  things  of  the  past,  especially  for  sanitary 
reasons. 

One  of  the  great  advantages,  as  we  see  it,  of  the  chain  store  today, 
is  that  the  majority  of  them  put  a  price  tag  on  every  article  of  mer- 
chandise they  sell — the  children  are  treated  just  the  same  as  the  grown 
people,  there  is  no  attempt  to  overcharge.  Another  fact  is  that  cus- 
tomers having  to  carry  their  merchandise  with  them  do  not  overbuy, 
and  the  chain  store  idea  has  more  and  more  made  a  shopper  of  the 
housewife;  she  is  glad  to  go  from  store  to  store,  seeing  where  she  can 
save  a  cent  or  two  per  pound  on  butter  or  three  cents  per  dozen  on 
eggs,  or  a  cent  or  two  on  canned  goods,  etc.  All  this  tends  to  economy, 
not  only  in  her  mode  of  living  as  far  as  the  food  and  household  articles 
are  concerned,  but  we  think  develops  in  her  an  idea  of  economy  which 
she  practices  in  all  other  pursuits  of  her  life. 

The  credit  end  of  the  ordinary  retail  grocer  is,  of  course,  an  extrava- 
gance breeder,  and  encourages  unnecessary  and  unwarranted  buying, 
not  only  at  the  expense  of  the  consumer  but  of  the  retailer  as  well, 
as  the  grocery  bill  generally  is  paid  reluctantly  if  at  all,  and  is  largely 
the  cause  of  the  many  failures  of  retail  grocers. 

Public  appreciation  of  the  chain  grocery  store  is  rapidly  growing. 
Ten  years  ago  it  was  estimated  that  chain  stores  in  what  is  known  as 
the  Metropolitan  District  of  New  York  did  about  121/4  per  cent  of 
the  volume  of  business  in  their  line,  while  today  it  is  estimated  at 
about  50  per  cent.  It  has  worked  out  an  economic  problem  for  the 
housewife;  she  no  longer  demands  service,  using  the  telephone  for 
every  order,  however  small,  as  she  knows  she  is  able  to  buy  so  much 
better  in  the  chain  stores  for  cash  than  she  can  from  the  ordinary 
retail  grocery  stores,  and  she  is  willing  to  forego  the  service  and  antic- 
ipates her  wants.  The  chain  store  grocer  has  been  able  to  pay  his 
manager  a  living  wage  and  is  therefore  attracting  the  better  class  of 
men.  Their  intelligence  is  being  passed  on  to  the  consumer  who  in 
this  way  is  taught  the  value  of  certain  food  products,  either  nationally 
advertised  or  manufactured  or  distributed  by  the  chain  stores. 

The  wholesale  grocer  serves  as  a  merchandise  and  financial  banker 
for  the  retailer  and  is  indispensable  to  the  retailer  in  some  sections  of 
the  country,  while  the  retailer  serves  the  consumer,  though  at  an  added 
cost,  where  no  chain  store  grocer  operates. 

It  is  estimated  that  there  are  about  4000  wholesale  and  350,000 
retail  grocers  in  the  United  States.  The  350,000  retail  grocers  are 
a  number  larger  than  is  necessary  to  properly  and  economically  serve 
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the  consumer,  and  the  up-to-date  retailers  have  long  ago  realized  this 
as  proving  a  detriment  to  the  industry. 

Unfortunately,  75  per  cent  of  the  so-called  retail  grocers  are  not 
merchants;  they  don't  know  how  to  figure  cost  or  sales  expense,  and 
as  a  rule  don't  know  how  to  attract  trade. 

The  average  retailer,  or  rather  the  majority  of  small  retailers — 
and  they  are  in  the  majority — have  as  a  rule  very  little  capital  when 
they  enter  business,  and  the  wholesale  grocer  extends  a  line  of  credit 
in  addition  to  furnishing  the  opening  stock.  Immediately  that  retailer 
is  established,  he  is  called  upon  by  the  salesmen  of  other  wholesale 
grocers — a  duplication  of  overhead  expense  and  the  wholesaler  who 
is  really  entitled  to  all  that  retailer's  business  finds  his  sales  diminish- 
ing, and  is  obliged  to  wait  the  pleasure  of  the  retailer  for  payments 
on  goods  purchased,  ranging  from  30  to  60  days  or  even  longer, 
further  emphasizing  the  credit  evil.  Not  less  than  75  per  cent  of 
retail  grocers  require  credit  accommodation  of  the  wholesale  grocer, 
while  the  chain  store  grocer  both  buys  and  sells  for  cash. 

The  chain  store  grocer  is  entitled  to  the  same  or  better  recognition 
than  is  the  so-called  wholesaler  or  jobber,  not  only  because  he  buys 
in  larger  quantities  than  does  any  other  medium  of  distribution,  but 
because  he  performs  the  function  of  both  wholesaler  and  retailer, 
distributing  his  purchases  from  warehouse  stocks  direct  to  the  con- 
sumer, through  his  retail  stores  wherever  located. 

Because  the  consumer  pays  cash  and  carries  home  his  purchases, 
he  is  entitled  to  a  lower  cost  than  where  a  charge  account  and  tele- 
phone and  delivery  service  prevail ;  and  the  low  cost  should  govern 
in  all  cases,  including  such  products  as  are  marked  by  manufacturers 
and  prdoucers  at  a  certain  price  for  re-sale,  or  an  implied  or  so- 
called  "suggested"  resale  price.  Xo  distributor  should  be  compelled 
to  obtain  an  unreasonable  profit  from  the  consumer  when  the  distrib- 
utor's operating  cost  warrants  only  a  reasonable  profit,  and  with  which 
such  distributor  is  satisfied. 

Some  manufacturers  of  so-called  grocery  specialties  have  expressed 
themselves  as  being  fearful  that  eventually  the  chain  store  grocer 
organizations  would  exploit  their  own  brands  in  competition  with 
regular  so-called  factory  brands,  and  that  this,  to  some  extent,  was 
a  reason  for  not  encouraging  the  chain  stores;  but  this  idea  is  ridi- 
culous and  does  not  even  bear  consideration.  First  of  all,  the  chain 
store  grocer  displays  best  for  the  manufacturer  and  proves  of  benefit 
to  the  consumer  because  he  carries  and  sells  what  the  consumer  calls 
for;  next,  the  supposed  fear  is  totally  unfounded  for  the  unassailable 
reason  that  practically  every  wholesale  grocer  in  the  United  States 
is  a  manufacturer  in  fact  though  not  in  name  and  exploits  his  private 
brands    in   competition    with    advertised   manufacturer's    brands — has 
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done  so  for  very  many  years  and  the  tendency  is  growing.  He  seeks 
to  have  the  retail  customer  buy  his  private  brands  rather  than  the 
manufacturer's,  though  claims  to  be  THE  distributor  for  the  manu- 
facturer. As  a  rule  the  compensation  from  the  manufacturer  to  the 
distributor  does  not  adequately  cover  the  cost  of  distribution  under 
existing  circumstances,  and  this  latter  is,  to  a  great  extent,  the  cause 
of  the  introduction  of  private  brands,  as  the  wholesaler  saves  a  large 
overhead  expense  in  advertising. 

In  summing  up,  I  might  say  that  the  Chain  Grocery  Store  repre- 
sents large  volume,  rapid  turn-over,  low  operating  costs,  good  values, 
efficiency  and  judicious  advertising.  It  is  here  to  stay,  because  the 
public  has  been  convinced  that  good  values  and  low  costs  may  be 
obtained  when  buying  from  well-organized  chain  grocery  stores. 

Summary  of  Discussion  by  the  Chairman 

The  discussion  following  Mr.  Beckmann's  paper  on  Chain  Stores  in 
the  grocery  trade  brought  out  additional  information  about  the  chain 
store  method  of  retailing,  and  also  suggested  several  limitations  to 
the  future  development  of  such  stores. 

In  the  first  place,  the  saving  to  consumers  through  buying  at  chain 
stores  was  further  analyzed.  It  was  brought  out  that  the  gross  mar- 
gin obtained  by  a  chain  store  grocer  is  about  20  per  cent  of  sales, 
including  the  operation  of  both  the  retail  store  and  the  wholesale 
department.  The  corresponding  cost  of  handling  through  the  usual 
wholesale  grocer  and  individual  shop  is  about  30  per  cent  of  sales. 
This  means  that  the  chain  sttfre  method  saves  about  10  per  cent  to 
the  consumer.  On  the  average,  an  article  that  is  sold  by  the  indi- 
vidual retail  shop  for  10  cents  can  be  sold  by  the  chain  store  for  9 
cents.  It  was  suggested  that  possibly  this  saving  is  not  sufficient  to 
cause  chain  stores  to  become  as  important  a  factor  in  merchandising  as 
many  people  seem  to  think. 

It  was  also  brought  out  that  chain  stores  developed  first  in  the 
East  and  have  only  been  gradually  spreading  westward,  and  that 
they  have  been  most  successful  where  population  is  fairly  dense.  It 
was  suggested  that  if  a  person  had  to  spend  time  and  money  to 
travel  to  a  chain  store  that  the  saving  is  not  very  substantial. 

Mr.  H.  C.  Marshall  of  the  United  States  Bureau  of  Markets  and 
Crop  Estimates  presented  a  few  preliminary  figures,  based  on  an 
investigation  that  his  Bureau  has  been  making  of  the  retail  meat 
business  for  several  months.  In  comparing  chain  meat  stores  with 
individual  meat  stores,  he  said  that  the  average  gross  margin  was 
less  than  one-half  of  one  per  cent  smaller  for  the  chain  store  than 
for  the  individual  store.  Each  had  a  gross  margin  of  about  19  per 
cent  of  sales.  He  said  that  the  net  profit  of  chain  stores  was  less 
than  314  per  cent  of  sales,  and  that  the  chain  store's  cost  of  doing 
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business  is  nearly  2  per  cent  less  than  the  cost  of  doing  business  in  the 
individual  store. 

It  was  further  brought  out  that  the  chain  store  method  of  doing 
business  is  not  so  applicable  to  the  meat  trade  as  it  is  to  the  dry 
grocery  trade;  first,  because  there  is  not  the  same  opportunity  for 
standardization;  second,  because  the  individual  care  of  an  owner  of 
a  business  results  in  less  waste  than  operation  under  a  hired  manager; 
and  third,  because  the  chain  store  system  in  the  meat  business  cannot 
combine  wholesaling  and  retailing  as  in  the  grocery  trade,  the  whole- 
saling function  in  the  meat  trade  being  performed  by  the  meat  packer. 

It  was  further  brought  out  by  various  speakers  that  chain  stores 
do  not  appear  to  have  much  if  any  advantage  in  handling  perishable 
goods.  Mr.  C.  C.  Parlin,  Manager  of  the  Commercial  Research 
Department  of  the  Curtis  Publishing  Company,  said  that  chain  stores 
have  an  advantage  in  buying  and  in  administration,  and  that  they  do 
their  best  when  handling  simple  articles  such  as  packaged  and  canned 
goods,  but  not  so  well  in  handling  perishables.  They  handle  nation- 
ally advertised  lines.  Individual  retail  stores  must  meet  chain  store 
competition  by  improved  merchandising  methods.  When  well  man- 
aged, the  individual  store  offers  serious  competition  to  the  chain  store, 
especially  in  handling  perishables. 

The  savings  made  possible  by  chain  stores  were  rather  belittled  by 
Professor  B.  H.  Hibbard,  of  the  University  of  Wisconsin,  who  said 
that  the  housewife  does  not  have  time  to  go  shopping,  and  that  the 
telephone  is  an  instrument  which  saves  the  household  both  time  and 
money.  He  also  said  that  the  cost  of  delivery,  which  the  individual 
store  normally  has  to  include  in  its  selling  price,  is  a  service  which 
housewives  want,  and  one  which  costs  very  little  money  in  comparison 
with  its  value. 

It  was  brought  out  by  Professor  Paul  D.  Converse,  of  the  Univer- 
sity of  Pittsburgh,  that  chain  stores  turn  their  stock  over  much  more 
rapidly  than  do  individual  stores,  and  that  some  of  the  self-service 
stores  have  a  remarkably  low  cost  of  doing  business. 

It  seemed  to  be  the  general  feeling  of  the  meeting,  however,  that 
in  spite  of  the  well  recognized  economies  of  chain  store  operation,  the 
service  rendered  by  the  average  individual  store  will  continue  to  be 
demanded  by  a  very  large  proportion  of  the  housewives  of  the  country, 
and  that  the  desire  for  this  service  rather  serves  as  a  limitation  of  the 
field  of  the  chain  store,  which  is  usually  a  "cash  and  carry"  proposi- 
tion and  which  usually  handles  a  smaller  variety  of  articles. 

In  spite  of  these  limitations  the  various  speakers  did  not  question 
the  importance  of  chain  stores  or  the  salutary  effect  that  they  are 
having  in  improving  merchandising  methods  in  general  and  in  keep- 
ing prices  lower  than  they  otherwise  would  be. 


ROUND  TABLE  CONFERENCE  ON  THE  RELATION 
BETWEEN  ECONOMICS  AND  ETHICS 

Frank  H.  Knight,  Chairman 
(Note.    The  reports  are  all  condensed,  some  to  a  greater  extent  than  others.) 

The  Chairman.  It  is  hardly  the  province  of  the  economic  theorist 
or  the  proper  task  of  this  conference  to  attempt  to  settle  the  age-old 
questions  of  ethics^  to  discover  the  Summuvi  Bonum,  validate  the  con- 
cept of  Duty,  or  formulate  the  end  of  human  life.  But  from  the 
standpoint  merely  of  clearing  up  the  fundamental  conceptions  of 
economics  as  a  science  and  removing  ancient  sources  of  controversy 
and  misdirected  effort,  there  arc  at  least  two  lines  of  argument  which 
show  the  necessity  for  an  economist  to  deal  also  with  ethical  problems. 

The  first  is  the  relation  between  theory  and  practice,  or  between 
science  and  art,  which  in  the  case  of  economics  presents  unusual  diffi- 
culties. It  is  doubtless  quite  generally  true  of  every  science  that  its 
study  is  motivated  by  both  sorts  of  considerations,  the  quest  of  "truth 
for  its  own  sake"  and  the  desire  to  utilize  truth  in  improving  the 
conditions  of  life.  The  present  age  is  characterized  by  the  great 
emphasis  which  men  place  on  the  side  of  "results" — in  the  speaker's 
view  a  serious  over-emphasis — but  that  is  not  the  issue  here.  In  any 
case  few  of  us  would  insist  on  the  absolute  purity  of  the  scientific 
interest,  we  should  not  sj^mpathize  with  the  mathematical  enthusiast 
who  concluded  his  demonstration  of  a  new  theorem  in  super-space  by 
thanking  God  that  no  one  could  make  any  use  of  the  result.  But  we 
do  have  to  struggle  against  the  Philistine  attitude  of  the  man  in  the 
street,  who  is  inclined  to  value  science  in  terms  merely  of  immediate 
convertibility  into  cash.  What  we  insist  on  is  the  practical  signifi- 
cance of  clear  thinking  and  the  necessity  of  pursuing  truth  without 
regard  to  specific  applications  if  we  are  to  realize  the  greatest  prac- 
tical results,  in  the  long  run. 

In  the  natural  sciences  this  principle  is  fairly  well  established  in 
the  minds  of  the  public,  or  that  part  of  it  which  thinks  at  all  and 
exerts  influence  in  affairs;  and  in  addition,  the  division  of  labor  be- 
tween pure  science  and  application  has  become  an  established  tradi- 
tion. In  the  social  sciences  this  happy  result  not  only  has  not  been 
attained,  but  probably  cannot  be  completely  realized.  The  natural 
sciences  do  not  have  to  justify  their  existence;  even  the  relatively 
uneducated  can  see  that  they  are  directed  toward  results  which  are  of 
general  interest  and  about  whose  practical  importance  there  is  no 
possibility  of  disagreement.  In  our  field  neither  of  these  facts  is 
obvious  to  common  sense.  It  is  difficult  to  tell  what  lines  of  investi- 
gation are  likely  to  be  "fruitful,"  and  there  is  no  agreement,  even 
among  experts,  as  to  the  kind  of  changes  it  is  desirable  to  have  brought 
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about.  Economists  must  constantly  face  this  problem  of  objectives, 
in  guiding  their  researches  and  in  "selling"  the  results  to  the  public, 
which,  under  democratic  institutions,  must  accept  and  more  or  less 
understand  them  if  they  are  to  be  fruitful  in  improving  the  conditions 
of  life.  The  practical  result  of  scientific  research  can  be  brought 
under  the  general  designation  of  "increased  efficiency."  In  physics 
and  biology  we  know  what  we  mean  by  "efficiency,"  because  we  agree 
as  to  what  is  desirable,  but  the  notion  of  "social  efficiency"  raises  all 
the  problems  of  ethics.  It  is  nonsense  to  discuss  the  subject  (how- 
ever generally  it  has  been  done)  unless  some  definite  notion  of  stand- 
ards has  been  arrived  at.  Economists  who  pretend  to  eschew  ethical 
problems,  to  confine  themselves  to  "price  economics,"  or  contrast  price 
economics  and  welfare  economics,  or  pecuniary  and  social  efficiency, 
have  in  general  merely  worked  in  terms  of  unformulated,  unconscious 
ethical  standards,  and  hence,  in  the  literal  sense,  unintelligently. 

In  the  second  place,  the  concepts  or  quantities  with  which  any 
economics,  however  rigorously  scientific  its  viewpoint,  must  deal  are 
closely  bound  up  with  values,  in  the  ethical,  philosophical  sense.  It 
is  impossible  to  keep  the  idea  of  desire  or  preference,  as  a  brute  fact, 
free  from  critical  implications  as  to  what  "ought"  to  be,  unless  the 
theorist  has  very  clear  ideas  in  both  fields.  Thus  the  relation  between 
economics  and  ethics  brings  us  into  relation  with  a  third  science, 
psychology.  (Perhaps  the  main  issue  in  ethics  is  the  question  whether 
there  is  ultimately  any  meaning  for  "ought"  other  than  the  psycholo- 
gical fact  of  a  desire  or  preference.)  The  speaker  is  as  much  as  any 
one  can  be  in  favor  of  a  "scientific  economics,"  however  true  it  is 
that,  in  Ruskin's  familiar  words,  "there  is  no  wealth  but  life," — and 
this  principle  we  also  accept  in  its  entirety — we  must  pursue  truth 
for  the  love  of  truth  and  in  the  belief,  or  faith,  that  truth  will  make 
a  difference  to  life.  But  that  complete  division  of  labor  which  we 
find  in  the  natural  sciences  between  one  set  of  workers  carrying  on 
research  and  another  set  making  the  results  of  reseach  effective 
simply  cannot  be  realized  in  the  social  science  field.  What  can  be 
and  must  be  done  is  to  separate  the  ideas  of  truth  and  ethical  signifi- 
cance in  the  mind  of  the  worker  who  is  interested  in  and  understands 
both.  We  must  know  when  we  are  stating  facts  and  when  we  are 
passing  judgment,  and  must  make  it  unmistakably  clear  in  our  exposi- 
tion which  we  are  doing.  Only  through  such  an  understanding  and 
such  a  separation  can  economic  theory  come  into  its  own. 

A.  B.  Wolfe. — Economy  has  to  do  with  the  creation  and  utilization 
of  opportunity.  Economics  therefore  should  be  quite  as  much  con- 
cerned with  the  economical  consumption  of  wealth  as  with  its  just 
distribution  or  its  efficient  production.  But  economy  in  the  use  of 
wealth  cannot  be  measured  apart  from  the  uses  to  which  wealth  is 
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put,  and  economy  here  must  be  defined  not  only  as  a  nice  adjustment 
of  means  to  ends,  but  as  such  choice  of  ends  as  secures  the  highest 
attainable  measure  of  welfare. 

A  non-ethical  economics  is  an  impossibility.  The  notion  of  a  scien- 
tific economics  divorced  from  ethical  motivation  or  ethical  postulates 
is  a  delusion,  as  could  be  shown  by  examination  of  the  work  of  any  of 
the  various  schools. 

Economists  have  been  chary  of  ethics  because  of  their  idea  that 
ethics  is  not  and  cannot  be  objectively  scientific.  This  idea  is  proba- 
bly erroneous,  for  there  is  much  indication  that  a  scientific  ethics  as 
well  as  a  scientific  psychology  is  now  in  process  of  growth. 

From  the  deterministic  scientific  point  of  view  and  that  of  behavior- 
istic  psychology,  it  is  deducible  that  the  individual,  and  not  any  group 
or  institution,  such  for  instance  as  the  nation  or  "national  survival," 
is  the  end.  It  makes  little  difference  whether  we  make  "happiness" 
or  "self-expression"  the  measure  of  the  individual  as  end. 

In  either  case  an  essential  problem  in  economy  is  to  get  to  each  indi- 
vidual opportunity  in  proportion  to  his  potential  capacities.  Econo- 
mists should  take  stock  of  the  available  scientific  knowledge,  therefore, 
with  regard  to  the  distribution  of  capacity,  because  economy  demands 
that  opportunity  be  apportioned  where  it  will  do  the  most  good, 
proximately  in  "service,"  ultimately  in  self-expression  or  happiness. 

Both  the  legalistic,  vested-interest  criterion  and  the  dead-level 
democratic  criterion  of  distribution  of  opportunity  fail  because  they 
are  based  on  unscientific  preconceptions.  From  each  according  to 
his  capacities  and  to  each  according  to  his  capacities  constitutes  the 
final  ethico-economic  measure  of  efficient  distribution.  Distribution 
is  in  part  essentially  a  question  of  the  discovery,  development,  and 
utilization  of  human  resources. 

A  really  economical  economics  must  be  not  only  mechanistic  but 
teleological.  Human  life  is  a  matter  of  means  and  ends  or  purposes. 
It  is  teleological  as  well  as  mechanical,  and  it  is  a  misconception  of 
scientific  method  to  suppose  that  we  can  ignore  the  teleological  aspect 
of  our  subject.  The  mechanistic  analysis  of  the  detail  and  machinery 
of  business  and  price  economics  is  relatively  superficial  and  futile 
without  an  equally  painstaking  and  objective  analysis  of  the  ends 
which  this  machinery  is  supposed  to  serve. 

The  continued  attempt  to  keep  ethics  and  economics  divorced,  and 
the  delusive  claim  that  they  are  divorced,  should  cease.  There  should 
be  at  least  a  respectable  number  of  economic  theorists  not  afraid  to 
grapple  with  fundamental  problems. 

H.  Gordon  Hayes. — As  I  see  it,  the  economist  has  two  functions: 
(1)  to  explain  the  process  of  that  part  of  our  society  which  we  have 
defined  as  economic;   (2)   to  appraise  these  processes  from  the  point 
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of  view  of  their  fitness  to  serve  us.  There  are  those  who  would  have 
the  economist  confine  himself  to  the  first  of  these  two  functions,  leav- 
ing to  some  other  expert  the  task  of  evaluating  the  economic  processes. 
But  desirable  as  specialization  is,  it  has,  obviously,  limitations  where 
synthesis  is  required.  One  might  perform  the  first  of  these  two 
functions  of  the  economist  without  performing  the  second,  but  the 
second  cannot  be  performed  apart  from  the  first.  Economic  process- 
es can  be  appraised  only  by  economists,  that  is,  by  persons  who 
understand  the  economic  processes.  And  the  function  of  appraisal 
cannot  be  left  unperformed.  But  economists,  of  course,  as  Davenport 
has  warned,  must  always  have  definitely  in  mind  which  one  of  the 
functions  is  being  performed  at  any  one  time. 

What  is  the  basis  for  the  appraisal  of  economic  processes?  What  is 
the  test  of  economic  right  and  wrong?  One  basis  is  that  of  the 
rights  of  individuals.  To  illustrate,  John  Stuart  Mill  says,  "The 
foundation  of  the  whole  (the  right  of  private  property)  is  the  right 
of  producers  to  what  they  themselves  have  produced."  J.  B.  Clark 
in  his  Distribution  of  Wealth  assumes  that  an  individual  is  of  right 
entitled  to  as  much  as,  but  only  as  much  as,  he  produces.  The  prob- 
lem of  justice  in  taxation  has  been  stated  almost  entirely  in  terms  of 
individual  relationships. 

This  philosophy  is  unsound.  Man  is  not  primarily  an  individual 
who  has  entered  into  certain  social  relationships.  He  is  primarily 
a  social  being.  His  rights  and  privileges  as  an  individual  grow  out 
from  the  social  center.  The  inversion  of  social  and  individual  rights 
and  privileges  is  well  illustrated  by  the  remark  of  Fichte  that  he  would 
not  tell  a  lie  to  save  the  unvierse  from  destruction,  whereas,  in  fact, 
we  distinguish  between  truth  and  falsehood  because  of  the  saving 
power  of  the  one  and  the  destructiveness  of  the  other.  Though  we 
may  be  unconscious  of  it,  our  acceptance  of  individual  rights  comes 
from  the  social  importance  of  such  principles  of  conduct. 

Hence  the  first  question  relative  to  economic  justice  must  be,  WTiat 
kind  of  society  do  we  want?  Establish  this  and  then  we  can  approve 
or  disapprove  of  particular  features  of  the  economic  system.  It  fol- 
lows from  this  that  no  part  of  our  economic  system  can  have  ethical 
validity  save  as  it  contributes  to  the  realization  of  what  is,  to  us,  a 
good  society.  Disagreement  as  to  the  marks  of  a  good  society  may 
be  expected.  But  it  is  only  on  the  basis  of  an  agreement  as  to  what 
is  desirable  that  we  can  make  decisions  as  to  economic  right  and 
wrong. 

Accordingly,  the  clarification  or  alteration  of  our  social  ideals  is 
of  great  moment.  Rules  of  conduct  both  formal  (legislative)  and 
informal  are  thereby  affected.  Much  of  our  economic  life  is  deter- 
mined by  the  market,  and  market  valuations  are  indicative  of  social 
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standards  or  ideals.  As  Professor  Cooley  shows,  we  buy  what  it  is 
socially  well  to  buy.  The  market  is  not  a  thing  apart — market  values 
are  but  a  reflex  of  social  evaluations. 

Clay  makes  much  of  the  point  that  market  price  does  not  indicate 
the  lines  that  it  is  best  for  production  to  follow.  That  all  market 
values  are  not  ethically  valid  is  patent.  But  this  is  not  an  indictment 
of  the  ideals  that  prevail  among  us.  If  Milton  got  only  from  $50 
to  $100  for  Paradise  Lost — a  point  made  by  Clay — this  sum  was  ex- 
pressive of  the  esteem  for  the  poem  as  compared  with  other  things  at 
that  time.  At  some  other  time  a  man  might  have  been  put  to  death 
for  having  written  such  a  poem,  and  at  still  some  other  time  he  might 
have  been  rewarded  handsomely  therefor  regardless  of  the  kind  of 
economic  society  that  prevailed. 

Clay  misses  the  point  by  insisting  that  inequality  of  income  makes 
market  valuation  an  unsafe  indicator  socially  for  production  to  follow. 
"Competition  must  be  not  merely  free  but  equal,"  he  says,  in  order  to 
offer  such  a  guide.  But  however  glaring  may  be  the  impropriety  in 
certain  cases  of  rich  men  outbidding  the  poor,  we  certainly  cannot 
say  that  it  is  inadvisable  to  serve  the  wants  of  certain  persons  more 
fully  than  we  serve  the  wants  of  other  persons  and  at  the  same  time 
defend  inequality  in  income.  The  logical  error  comes  in  not  keeping 
these  two  things  together.  It  is  apparently  easy  to  admit  that  A 
must  be  paid  $5000  and  B  $2500  in  order  to  properly  place  them 
in  the  economic  society,  and  at  the  same  time  easy  to  deny  that  A 
should  be  allowed  to  outbid  B  in  the  market.  The  service  to  A  in 
such  a  case,  as  Professor  Taylor  puts  it,  is  twice  as  important  socially 
as  the  service  to  B  if  such  service  to  them  is  necessary  to  evoke  their 
respective  services.  Inequality  in  money  income  but  not  inequality 
in  real  income  is  ridiculous. 

The  unwise  spending  that  is  complained  of  does  not  come  from  the 
fact  that  incomes  are  unequal,  though,  to  be  sure,  the  larger  one's 
income  is  the  more  opportunity  he  has  to  spend  improperly.  The  poor 
as  well  as  the  rich  are  guilty  of  spending  unwisely.  And  both  are 
amenable  to  the  social  ideals  that  prevail.  It  is  through  their  alter- 
ation and  clarification  that  market  valuations  can  be  improved. 

By  way  of  illustration,  are  we  not  witnessing  just  such  an  alteration 
in  the  ideals  that  govern  the  labor  market  .''While  there  is  still  much 
to  hope  for,  the  past  few  years  have  marked  a  great  advance.  Cer- 
tain practices  are  no  longer  tolerable  to  a  great  and  growing  body 
of  employers.  This  suggests  possibilities  in  many  divisions  of  the 
market. 

G.  A.  Kleene. — It  is  an  ethical  question  we  have  to  consider, 
namely,  the  duty  of  the  economist.  This  I  take  to  be  the  cultivation 
of  a  descriptive  science,  free  from  moral  appraisals.      The  economist 
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should  be  ethical,  but  not  his  science.  He  performs  his  duty  and 
cooperates  in  the  collective  life  by  contributing  something  necessary 
and  something  which  others  could  not  supply  so  well — positive  scien- 
tific knowledge  of  economic  phenomena.  It  seems  unlikely  that  there 
can  be  an  extensive  development  of  a  higher  or  "ethical"  or  "welfare 
economics"  that  is  really  economics.  Some  of  the  exponents  of  "wel- 
fare economics"  (Hobson,  Clay)  have  done  valuable  critical  work  in 
demonstrating  that  "price  economics"  does  not  cover  all  matters  of 
importance,  for  instance,  in  pointing  out  "costs"  of  great  significance 
to  human  welfare,  which  fail  to  get  their  due  in  the  market  place. 
The  constructive  efforts  of  "welfare  economics,"  however,  lie  mostly 
beyond  the  scope  of  economics,  and  so  far  as  they  are  to  take  non- 
emotional,  intellectualistic  form,  are  more  likely  to  employ  the  specu- 
lative methods  of  philosophy  than  the  scientific,  quantitative  analysis 
of  the  economist.      They  had  best  be  named  "social  philosophy." 

It  would,  of  course,  be  wrong  to  counsel  the  economist  against 
taking  part  in  human  affairs  which  have  an  ethical  aspect.  But  on 
such  occasions  he  should  discriminate  carefully  in  word  and  thought 
between  ethical  judgments  and  scientific  analysis.  A  considerable 
danger  of  confusing  ethics  and  economics,  and  of  lapsing  unconscious- 
ly into  ethical  appraisal,  lies  in  unperceived  implications  and  develop- 
ments of  the  terminology  of  economics.  They  tend  usually  in  the 
direciton  of  capitalist  apologetics.  Economic  terminology,  being  taken 
from  ordinary  speech,  is  not  wholly  free  from  the  tendency  of  popular 
thought  towards  praise  or  blame.  The  term  production,  for  instance, 
suggests  something  praiseworthy.  After  defining  it  as  "increasing 
of  utilities,"  we  try  to  guard  against  giving  it  our  blessing  by  declaring 
that  utilities  are  simply  things  desired,  whether  good  or  bad.  So 
defined,  our  concept  seems  safe  enough  to  serve  as  a  criterion  for 
classifying  occupations.  When,  however,  we  speak  of  increasing  pro- 
duction as  in  comparing  the  productivity  of  different  factors  or  com- 
binations, we  are  not  comparing  sums  of  utility  but  sums  of  exchange 
value.  We  have  no  warrant  for  assuming  that  exchange  values  are 
proportionate  to  their  utility.  They  have  back  of  them  utility  to 
different  persons,  and  utilities  to  different  persons  cannot  be  subjected 
to  a  common  measure  and  be  added  together  and  compared.  The 
logical  thing  is  to  go  back  and  change  our  definition  of  production  to 
"increasing  of  exchange  values."  Some  writers,  however,  bring  in  a 
mystical  idea  of  a  "social  value,"  which  becomes  objectified  in  the 
exchanges  of  the  market.  If  this  "social  value"  is  to  mean  value  to 
society,  we  seem  to  have  a  bit  of  apologetics  and  something  which 
will  not  bear  scientific  scrutiny.  Other  terms  which  we  should  inspect 
carefully  and  either  reject  or  define  in  such  manner  as  to  extinguish 
all  germs  of  ethical  valuation,  are  utility,  subjective  value,  importance 


198  American  Economic  Association 

to,  cost,  abstinence,  earned  and  unearned.  For  the  term  "social,"  I 
should  suggest  such  words  as  collective,  group,  class,  or  national. 

Ethical  ideals  may  affect  economic  activities  and  the  results  are  a 
proper  subject  for  positive  economic  analysis.  Economic  phenomena 
in  turn  may  affect  the  ethical.  The  study  of  this  aspect  of  "economic 
determinism"  may  take  the  economist  beyond  his  boundaries,  but  we 
need  not  worry  much  about  boundaries  as  long  as  we  retain  the 
methods  of  science  and  abstain  from  establishing  norms  of  conduct. 

A  legitimate  and  inevitable  influence  of  ethics  on  economics  is  in 
determining  the  choice  of  subjects  for  economic  analysis.  The  in- 
creasing range  of  topics  considered  by  modern  students  of  ethics  may 
point  to  matters  not  yet  adequately  investigated  by  economists.  Take, 
for  instance,  the  subject  of  bargaining.  Does  not  individual  bargain- 
ing involve  certain  ethical  evils.''  Does  collective  bargaining  stand 
on  higher  moral  ground?  Are  there  inevitable  evils  associated  with 
collective  bargaining  also.'*  In  view  of  what  ethical  examination  may 
reveal  in  regard  to  bargaining,  economists  may  be  moved  to  consider 
the  question  whether  an  economic  organization  of  the  human  race 
is  conceivable  in  which  there  is  no  bargaining,  or  in  which  its  evils  can 
be  reduced  to  a  minimum.  Such  an  inquiry,  though  a  venture  into  the 
economics  of  Utopia,  would  be  highly  desirable  from  the  standpoint 
of  fundamental  economic  thinking. 

Jacob  Viner. — The  scrupulous  concern  lest  they  encroach  upon  the 
fields  of  other  sciences,  which  economists  often  express  in  their  theo- 
retical discussions  of  the  proper  relations  between  economics  and 
ethics,  is,  fortunately  for  the  value  of  their  work,  not  greatly  in  evi- 
dence in  their  actual  research  and  teaching.  Overlapping  is  inevit- 
able in  the  social  sciences  in  their  present  stage  of  development. 
Economics,  although  most  outspoken  as  to  its  dangers,  is  no  less 
enterprising  than  the  allied  sciences  in  extending  the  range  of  its 
activities  extensively  as  well  as  intensively.  Economics,  it  is  true, 
has  no  direct  concern  with  the  analysis  of  the  processes  whereby  men 
acquire  a  consciousness  of  moral  obligation,  and  it  is  in  this  limited 
field  that  ethics  finds  the  bulk  of  its  subject  matter.  All  the  social 
sciences,  however,  take  into  account  "ethical  considerations"  in  the 
ordinary  meaning  of  the  term;  they  appraise  and  they  judge  as 
between  conflicting  programs  and  policies  affecting  human  welfare. 
Economic  welfare,  as  an  integral  and  important  part  of  general  wel- 
fare, is  the  peculiar  concern  of  economists ;  and  to  the  extent  that  the 
final  determination  of  the  rightness  or  wrongness  of  given  human 
activities  rests  upon  economic  considerations,  the  economist  is  in  the 
position  to  guide  opinion. 

The  fact  that  in  the  physical  sciences  ethical  considerations  play 
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no  part  has  little  bearing  for  the  economist.  "Scientific  method" 
connotes  different  things  in  the  field  of  the  social  sciences  from  those 
in  the  field  of  the  physical  sciences,  for  these  latter  are  not  value 
sciences,  and  are  not  immediately  concerned  with  the  evaluation  of 
human  behavior.  The  economist  should  not  refrain  from  making  his 
special  contribution  to  decisions  of  public  importance  because  of  a 
doctrinnaire  adherence  to  an  academic  standard  of  scientific  uninter- 
estedness  more  appropriate — or  less  wasteful — in  the  physical  labor- 
atory than  in  the  field  of  the  social  sciences.  The  whole  problem  now 
under  discussion  is  virtually  of  little  importance,  however,  because, 
regardless  of  how  vociferous  the  economist  may  be  in  his  methodo- 
logical discussions  of  the  need  for  "purification"  of  his  science,  in  his 
practice  he  continues  to  strain  every  effort  to  make  it  socially  useful. 

Another  point  of  view,  not  given  its  due  attention  in  the  discussions 
by  economists  of  the  proper  relations  between  their  science  and  ethics, 
may  throw  new  light  on  the  problem.  The  range  of  data,  problems, 
and  points  of  view  of  economic  significance  is  too  great  to  be  subjected 
to  complete  and  thorough  analysis  and  investigation,  and  selection 
becomes  necessary.  The  basis  of  selection,  and  subsequently  the 
distribution  of  emphasis,  must  rest  on  some  system  of  values  derived 
from  some  concept  as  to  the  function,  not  of  economics — for  it  may 
have  many  functions  or  may  not  require  any  functional  justification 
for  its  existence — but  of  the  economist.  There  suggest  themselves  at 
the  moment  three  possible  bases  of  selection  of  data  and  problems 
for  consideration,  arising  in  each  case  from  a  different  conception  of 
the  role  of  the  economist. 

The  economist  may  select  his  data  for  consideration  wholly  or 
mainly  on  the  basis  of  their  intellectual  appeal,  their  challenge  to  his 
mental  powers,  and  may  distribute  his  limited  energy  in  proportion 
to  the  degree  of  intellectual  tickle  the  various  problems  afford.  This 
basis  of  choice  leads  normally  to  a  scholastic  economics,  largely  mathe- 
matical in  character,  resting  on  a  few  general  assumptions  of  question- 
able factual  validity,  finding  its  chief  interest  in  the  construction  of 
new  permutations  and  combinations  of  syllogistic  legerdemain,  and 
having  little  ascertainable  relationship  to  actual  human  problems. 
Such  is  the  non-ethical  economics  par  excellence.  It  is  by  no  means 
worthless.  Its  satisfaction  of  the  sopliisticated  craving  for  mental 
exercise  is  itself  a  distinct  contribution,  althougli  to  a  very  limited 
group.  Its  incidental  training  in  the  technique  of  deductive  logic 
becomes  valuable  when  applied  to  problems  of  actual  current  signifi- 
cance. Its  conclusions  often  afford  starting  points  for  the  investiga- 
tion of  real  problems.  Even  aside  from  all  other  considerations,  it 
can  find  weighty  justification  for  its  existence  in  the  historical  fact 
that  the  long-run  pragmatic  value  of  scientific  contributions  to  knowl- 


200  American  Economic  Association 

edge  is  not  adequately  measured  by  the  degree  of  immediate  recogni- 
tion of  their  practical  significance. 

Or  the  economist  may  choose  his  problems  for  investigation  and 
select  his  material  for  instruction  on  the  basis  of  their  probable  value 
in  training  the  young  idea  how  to  do  well  for  itself  in  industry,  or, 
more  generously,  how  to  do  well  for  industry  as  cogs  in  its  machinery. 
Such  is  the  logical  basis  for  the  selection  of  subject  material  and  the 
distribution  of  emphasis  in  vocational  economics.  Here  at  least  one 
ethical  consideration  appears  to  demand  constant  and  careful  atten- 
tion: namely,  that  arising  from  the  conflict  between  private  economic 
interest  and  public  economic  welfare. 

Finally,  the  economist  may  be  guided  in  his  selection  of  subject 
matter  for  investigation  and  in  his  distribution  of  emphasis  primarily 
by  frank  and  avowed  consideration  of  their  significance  in  the  deter- 
mination of  public  policy  with  respect  to  questions  affecting  gen- 
eral economic  welfare.  Such  a  basis  of  selection  leads  to  what 
may  be  called  without  apology  welfare  economics,  and  it  is  in  this 
field  that  general  economics  can  render  its  chief  service.  If  in  the 
course  of  his  investigations  the  economist  finds  it  essential  to  give 
attention  to  ethical  considerations,  or  to  take  into  account  the  ethical 
aspects  of  human  behavior,  he  need  only  remember  that  important 
problems  of  public  policy  may  be  none  the  less  economic  because  they 
are  ethical  problems,  to  find  sufficient  justification  for  making  apprais- 
als and  delivering  judgment.  That  he  must  endeavor  to  free  himself 
from  personal  or  class  bias  it  is  gratuitous  to  mention.  But  he  need 
not  fear  for  the  purity  of  the  science.  There  can  be  no  realistic 
"pure  economics"  until  economic  phases  of  human  behavior  and  of 
man's  environment  are  purified  from  contact  with  the  remaining  tex- 
ture of  reality. 

WiLLFORD  I.  King. — While  I  am  in  full  accord  with  the  view  ex- 
pressed by  other  speakers  that  economics  cannot  easily  be  taught 
without  at  the  same  time  setting  forth  certain  ethical  ideals,  I  do  not 
think  that  this  fact  in  any  way  justifies  the  belief  that  the  science  of 
economics  is  not  as  distinct  from  ethics  as  from  other  sciences.  One 
cannot  understand  economics  without  a  considerable  knowledge  of 
physics,  chemistry,  psychology,  meteorology,  and  perhaps,  as  Profes- 
sor Moore  has  suggested,  astronomy.  But  economics  is  not  psychol- 
ogy or  meteorology  any  more  than  it  is  ethics.  Economics  is  a 
mathematical  science  dealing  with  the  relationship  between  a  certain 
class  of  causes  and  their  effects,  and  deals  wholly  with  what  is  and 
not  with  what  ought  to  be.  Though  the  teacher,  as  a  citizen,  may 
well  feel  it  his  duty  to  stand  for  certain  ethical  principles,  he  ought 
always  to  realize  that,  in  pursuing  this  course,  he  is  passing  outside 
the  sphere  of  the  economist. 
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Furthermore,  I  do  not  believe  we  should  be  too  ready  to  condemn 
the  economist  who  prefers  to  be  an  economist  pure  and  simple,  or  even 
the  one  who  has  no  desire  to  make  any  practical  use  of  the  principles 
which  he  works  out.  Specialization  in  pure  science  has  its  place  in 
economics  as  much  as  in  physics  or  in  chemistry,  and  there  seems 
little  logic  in  demanding  that  the  exceptionally  skilful  interpreter  of 
principles  should  waste  his  energy  in  attempting  to  apply  these  princi- 
ples, when  men  of  weaker  mental  fibre  may  perform  this  task  far 
better  than  he. 

General  Discussion.  Presentation  of  the  scheduled  papers  con- 
sumed most  of  the  time  available  for  the  Round-Table  meeting,  but 
interest  in  the  topic  seemed  to  be  lively  and  general,  and  a  spirited 
discussion  continued  for  half  an  hour  after  time  for  adjournment. 
Professor  Carver  of  Harvard  University  and  Dr.  B.  M.  Anderson, 
Jr.,  briefly  debated  the  question  of  cultural  versus  subsistence  values, 
the  former  taking  the  position  that  the  whole  of  ethics  can  be  summed 
up  in  the  physical  and  biological  conditions  of  survival  and  increase. 
Mr.  Broadus  Mitchell  of  Johns  Hopkins  University  rose  to  suggestion 
that  economics  can  be  a  pure  science.  For  the  teacher  at  least,  Mr. 
Mitchell  contended,  the  human  interest  must  dominate.  He  would  be 
untrue  to  his  trust  if  he  did  not  speak  out  on  such  questions  as  child 
labor  and  the  feudalism  of  the  southern  mill  town.  Dr.  Wesley  C. 
Mitchell  closed  the  discussion  in  a  conciliatory  vein.  He  thought 
there  was  no  pronounced  difference  in  viewpoint  among  the  speakers, 
but  that  all  were  in  favor  of  the  use  of  scientific  methods  but  directed 
toward  valid  human  ends. 


BUSINESS  MEETINGS  AT  PITTSBURGH,  PENNSYLVANIA 
DECEMBER  27-31,  1921 

The  first  meeting  of  the  Executive  Committee  at  Pittsburgh  was 
held  at  the  Hotel  William  Penn  on  December  27.  There  were  present: 
President  Hollander,  Messrs.  Dewey,  Ely,  Gardner,  Lutz,  Patterson, 
Robinson,  Taylor,  and  Westerfield. 

The  Secretary  reported  the  results  of  the  motions  submitted  to  the 
members   of  the   Executive   Committee   by  mail   on  April   6   and    16, 
October  7,  and  November  5.      (See  Report  of  the  Secretary,  p.  207.) 
It  was  voted  to  spread  these  votes  on  the  records  of  the  Committee. 

Voted:  To  express  to  Mr.  Ephraim  A.  Karelsen  the  sincere  thanks 
of  the  Association  for  his  generous  gifts  to  the  Association  for  prizes 
in  the  essay  competitions  conducted  by  it. 

Voted:  To  express  to  Mr.  Clarence  C.  Vernam  the  sincere  thanks 
of  the  Association  for  his  generous  gift  to  the  Association  covering 
the  cost  of  publishing  the  prize  essays  of  the  first  Karelsen  competition. 

Voted:  In  recognition  of  the  large  gifts  of  Messrs.  Ephraim  A. 
Karelsen  and  Clarence  C.  Vernam,  to  enroll  them  as  Life  Members 
and  to  instruct  the  Treasurer  to  segregate  $200  from  the  general 
funds  of  the  Association  for  transfer  to  the  Life  Membership  Fund 
for  this  purpose. 

Voted:  In  recognition  of  the  help  rendered  to  the  Association  in 
its  financial  difficulties,  to  enroll  the  twenty  persons  contributing  $100 
or  more  to  the  Deficit  Fund  as  Life  Members,  and  to  instruct  the 
Treasurer  to  transfer  $2000  of  the  special  fund  to  the  Life  Membership 
Fund  for  that  purpose. 

Voted:  To  approve  the  investments  of  the  Association's  funds  as 
made  by  the  Treasurer  the  past  year.  (These  are  detailed  in  the 
Treasurer's  Report  p.  212.) 

Voted:  To  lay  on  the  table  a  motion  to  standardize  the  require- 
ments of  practicing  economists. 

Adjourned  to  meet  at  4.30,  Thursday,  December  28. 


The  first  business  meeting  of  the  American  Economic  Association 
was  held  in  the  Ball  Room,  William  Penn  Hotel,  Pittsburgh,  December 
28,  1921,  President  Hollander  presiding. 

The  reading  of  the  minutes  of  the  last  business  meeting  of  the  Asso- 
ciation at  Atlantic  City  was,  by  vote,  dispensed  with. 

The  annual  reports  of  the  Secretary,  Treasurer,  and  Auditing  Com- 
mittee were  read  by  Professor  Westerfield.  It  was  voted  to  receive 
the  reports  and  place  them  on  file. 

The  annual  report  of  the  Editor  of  the  American  Economic  Re- 
view was  read  by  Professor  Dewey.  It  was  voted  to  receive  the 
report  and  place  it  on  file. 
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Chairman  Seligman  read  a  report  of  the  Special  Finance  Committee. 
It  was  voted  to  receive  and  file  the  report,  and  to  express  the  thanks 
of  the  Association  for  the  excellent  results  accomplished  by  the  Com- 
mittee. 

The  Committee  on  Instruction  in  Economics  in  Secondary  Schools, 
through  Professor  Kiekhofer,  reported  progress  and  recommended 
the  two  following  motions,  which  were  adopted: 

1.  That  the  Committee  be  permitted  to  publish  in  the  American  Economic 
Review  a  suggested  outline  of  social  studies  in  the  secondary  schools  as  a 
basis  of  discussion  by  members  of  the  Association. 

2.  That  the  Association  appoint  two  members  to  serve  on  a  Joint  Com- 
mission on  the  Teaching  of  Social  Studies  in  the  Secondary  Schools,  the 
Commission  to  be  composed  of  two  representatives  each  of  the  American 
Economic  Association,  the  American  Political  Science  Association,  the  Ameri- 
can Sociological  Society,  the  American  Historical  Association,  the  Association 
of  Collegiate  Schools  of  Business,  and  the  National  Council  of  Geography 
Teachers.  This  Joint  Commission  is  to  continue  the  study  of  the  appropriate 
organization  and  presentation  of  the  social  studies  in  the  secondary  schools 
and  to  take  such  action  in  cooperation  with  the  National  Council  of  Teachers 
of  Social  Studies  or  other  agencies  as  may  prove  desirable. 

Professor  Friday,  the  Representative  of  the  American  Economic 
Association  on  the  National  Research  Council,  made  the  following 
report,  which  it  was  voted  to  receive  and  file. 

Report  of  the  National  BmiEAtr  of  Economic  Research,  Inc., 
FOK  the  Year  1921 

The  Bureau  has  continued  its  work  during  the  last  year  on  an  estimate 
of  Income  in  the  United  States.  It  has  completed  and  recently  published  a 
Summary  Volume  entitled  "Income  in  the  United  States — Its  Amount  and 
Distribution,"  and  has  now  in  press  a  second  volume  on  the  same  subject, 
which  contains  the  detailed  methods  employed  in  arriving  at  the  amounts 
shown  in  the  Summary  Volume.  This  second  volume  will  be  ready  for  public- 
ation in  March  or  April. 

The  second  topic  assigned  to  the  staff  by  the  Board  of  Directors  is  a 
general  one  entitled  "Business  Cycles."  It  is  planned  to  make  separate 
reports  on  specific  aspects  of  the  cyclical  movements  of  business  and  industry, 
choosing  those  topics  which  are  most  amenable  to  statistical  analysis,  and 
which  are  most  in  need  of  further  research.  Work  on  this  subject  is  only 
now  being  begun.     It  will  probably  occupy  the  staff  for  at  least  two  years. 

Now  that  the  initial  stages  of  the  organization  have  been  passed  through, 
and  that  the  record  of  accomplishment  may  be  shown,  it  is  hoped  that 
additional  sums  may  be  obtained  to  permit  an  enlargement  of  the  staff. 

The  President  then  appointed  the  following  to  serve : 

On  the  Nominations  Committee:     Professor  Seligman  (Chairman), 

and  Professors  Carver,  Commons,  Ely,  Gardner,  Mitchell. 

On  the  Resolutions'  Committee:     Professors  Bogart  (Chairman), 

Gephart,  Hammond,  Whitney,  McCabe. 

Adjourned.  ^      .    .:;      ., 
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The  Executive  Committee  of  the  American  Economic  Association 
assembled  for  a  second  meeting  at  the  Hotel  William  Penn  at  Pitts- 
burgh, December  29,  1921,  President  Hollander  presiding. 

Voted :  To  request  the  incoming  President  to  appoint  a  sub- 
committe  of  three  members  of  the  Executive  Committee  as  a  Committee 
on  Budget. 

Voted:  To  appoint  Professor  Seligman,  chairman,  and  four  others 
to  be  designated  by  him,  to  present  at  the  next  Annual  Meeting  of 
the  Association  a  plan  for  the  Association's  permanent  financing. 

Voted:  To  instruct  the  Secretary  to  publish  a  simple  list  of  mem- 
bers and  their  addresses,  omitting  the  usual  geographical  index. 

Voted:  To  refer  Mr.  R.  W.  Babson's  proposal  to  establish  a  per- 
manent sub-secretary's  office  to  the  Special  Permanent  Finance  Com- 
mittee. 

Voted:  To  lay  on  the  table  the  motion  to  accept  the  invitation  of 
the  Personnel  Research  Federation  to  join  the  Federation. 

Voted:  To  appoint  the  incoming  President,  the  Secretary,  and  Dr. 
H.  C.  Taylor  a  committee  to  cooperate  with  the  National  Research 
Council  in  preparing  the  proposed  personnel  files. 

Voted :  To  request  the  incoming  President  to  appoint  a  Special 
Committee  on  Membership  to  conduct  a  campaign  the  coming  year. 

Adjourned. 


The  second  business  meeting  of  the  American  Economic  Association 
was  held  at  the  Hotel  William  Penn,  Pittsburgh,  December  30,  1921, 
President  Hollander  presiding. 

The  minutes  of  the  first  business  meeting,  including  the  minutes 
of  the  second  meeting  of  the  Executive  Committee,  were  read  and 
approved. 

Professor  Carver,  reporting  for  the  Committee  on  Honorary  Mem- 
bers, named  the  three  present  Honorary  Members,  Professors  Alfred 
Marshall,  F.  J.  Edgeworth,  and  Charles  Gide,  and  nominated  the 
following  persons  for  honorary  membership  in  the  Association: 

Professor  A.  C.  Pigou,  Cambridge  University. 

Professor  Maffeo  Pantaleoni,  University  of  Rome. 

Professor  Friedrich  von  Wieser,  University  of  Vienna. 

Professor  Charles  Rist,  University  of  Paris. 

Professor  Yves  Guyot,  University  of  Paris. 

These  nominees  were  unanimously  elected. 

The  question  of  the  place  of  the  next  Annual  Meeting  was  dis- 
cussed, various  invitations  being  presented  b}'  letter  and  from  speakers 
from  the  floor.  It  was  voted  to  refer  the  various  invitations  and  rec- 
ommendations to  the  Executive  Committee  with  power. 
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Voted:  That  a  special  committee  of  three  or  five  be  appointed  by 
the  Executive  Committee  to  inquire  as  to  the  feasibility  of  an  inter- 
national conference  to  consider  the  international  economic  situation; 
and  that  this  committee  report  to  the  Executive  Committee,  which 
shall  be  empowered  to  act  with  the  ofEcers  of  other  appropriate  organ- 
izations in  bringing  about  such  a  conference  if  such  action  seems  wise. 

Voted:  To  refer  to  the  Executive  Committee  the  matter  of  commun- 
icating with  the  federal  government  concerning  the  revival  and  con- 
tinuance of  certain  publications,  e.g.,  the  Market  Reporter,  the  Crop 
Reporter,  the  Labor  Review. 

Professor  Doten  reported  for  the  Joint  Committee  on  Census  Sta- 
tistics.     It  was  voted  to  receive  and  file  the  report. 

Professor  Bogart,  Chairman  of  the  Resolutions  Committee,  sub- 
mitted the  following  resolutions,  which  were  adopted  by  the  Associa- 
tion: 

Resolved:  That  the  American  Economic  Association,  assembled  in  Pitts- 
burgh at  its  Thirty-fourth  Annual  Meeting,  desires  to  express  its  appreciation 
of  the  courtesies  shown  its  members  during  the  session.  It  wishes,  in  par- 
ticular, to  extend  its  thanks  to  the  Chamber  of  Commerce  of  Pittsburgh,  the 
Economic  Club  of  Pittsburgh,  the  manager  of  the  William  Penn  Hotel,  the 
Carnegie  Institute  of  Technology,  the  University  of  Pittsburgh,  and  the 
Local  Entertainment  Committee.     And  be  it  further 

Resolved:  That  the  Secretary  be  instructed  to  transmit  to  each  of  these 
bodies  the  thanks  of  the  American  Economic  Association. 

E.  L.  BoGABT,  Chairman. 
W.    F.   Gephart. 
M.  B.   Hammond. 
D.  A.  McCabe. 

N.  R.  Whitxey. 

Professor  Seligman,  Chairman  of  the  Nominations  Committee,  re- 
ported the  following  nominations : 

For  President:     Henry  R.  Seager,  Columbia  University. 

For  Vice-Presidents:  Walker  D.  Hines,  New  York;  Thomas  W. 
Page,  Virginia. 

For  Secretary-Treasurer:      Ray  B.  Westerfield,  Yale  University. 

For  the  Executive  Committee:  Henry  C.  Taylor,  U.  S.  Depart- 
ment of  Agriculture  (to  succeed  himself) ;  M.  B.  Hammond,  Ohio 
State  University  (to  succeed  M.  H.  Robinson). 

For  Managing  Editor  of  the  American  Economic  Review:  Davis 
R.  Dewey. 

For  the  Editorial  Board:  G.  A.  Kleene,  Trinity  College,  Hartford, 
Conn. ;  B.  H.  Hibbard,  University  of  Wisconsin. 

For  the  Program  Committee:     E.  L.  Bogart,  University  of  Illinois. 

These  nominees  were  elected. 

Adjourned. 
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The  third  meeting  of  the  Executive  Committee  was  held  at  the  Hotel 
William  Penn,  Pittsburgh,  December  30,  Professor  Ely  presiding. 

Voted:  To  instruct  the  Secretary  to  write  to  the  Chairman  of  the 
Congressional  Joint  Committee  on  Printing,  stating  that  a  resolution 
had  been  passed  at  the  Annual  Meeting  of  the  American  Economic 
Association  to  the  effect  that  it  is  desirable  that  the  Market  Reporter 
and  Crop  Reporter  be  revived  and  the  Labor  Review  be  continued. 

Voted:  To  appoint  the  following  persons  to  constitute  the  special 
committee  to  inquire  into  the  feasibility  of  an  international  conference 
on  the  international  economic  situation:  F.  W.  Taussig  (Chairman), 
W.  C.  Mitchell,  J.  H.  Hollander,  E.  E.  Day,  R.  T.  Ely. 

Voted:     To  have  a  spring  meeting  of  the  Executive  Committee. 

Adjourned. 

Ray  B.  Westerfield,  Secretary. 


REPORT  OF  THE  SECRETARY  OF  THE  AMERICAN  ECO- 
NOMIC ASSOCIATION  FOR  THE  YEAR  ENDING 
DECEMBER  20,  1921 

In  the  interest  of  a  more  economical  administration,  it  was  President 
Hollander's  decision  in  March  to  dispense  with  the  customary  spring 
meeting  of  the  Executive  Committee.  The  Secretary  has  therefore 
been  obliged  to  submit  various  motions  to  the  members  of  the  Com- 
mittee by  mail.      The  following  votes  were  thus  made : 

On  April  6:  That  the  President  and  Secretary  of  the  Association 
be  authorized  to  arrange  to  hold  the  next  Annual  Meeting  of  the 
Association  at  Pittsburgh. 

On  April  16:  That  in  accordance  with  the  decision  of  the  judges 
in  the  Prize  Essay  competition  on  "What  Can  a  Man  Afford"  the 
first  Karelsen  prize  of  $1000  be  awarded  to  Professor  Paul  H.  and 
Dorothy  Douglas  of  the  University  of  Chicago  and  the  second  prize 
of  $500  be  awarded  to  Mr.  Carl  Joslyn  of  Cambridge,  Massachusetts, 
and  that  the  Treasurer  be  authorized  to  make  such  payments. 

On  April  16:  That  the  publication  of  the  Handbook  of  the  Asso- 
ciation be  dispensed  with  for  the  year  1921. 

On  October  7 :  That  the  Secretary  be  authorized  to  send  compli- 
mentary copies  of  the  American  Economic  Review  to  a  limited  num- 
ber of  European  economists  recommended  by  Professor  E.  R.  A. 
Seligman  for  the  years  1921  and  1922. 

On  November  5,  a  motion  submitted,  That  the  Executive  Committee 
of  the  American  Economic  Association  favors  the  general  plan  of 
placing  the  scientific  bureaus  of  the  Government  at  Washington  under 
the  jurisdiction  of  the  Board  of  Regents  of  the  Smithsonian  Institu- 
tion, with  the  view  to  developing  government  science  to  the  highest 
possible  efficiency,  by  affording  scientific  workers  permanent  tenure  of 
office,  greater  freedom  in  investigation,  non-interference  of  politicians, 
and  adequate  salaries,  was  lost  by  vote  of  the  Executive  Committee, 
3  voting  for  and  7  against  it. 

During  the  year  the  following  appointments  were  made  to  represent 
the  American  Economic  Association : 

Professor  F.  W.  Taussig  at  the  Inauguration  of  Dr.  James  Rowland 
Angell  to  the  Presidency  of  Yale  University,  June  23. 

Professors  W.  F.  Willcox  and  Irving  Fisher  at  the  Second  Inter- 
national Eugenics  Congress,  New  York,  September  22-8. 

Professor  Geo.  E.  Barnett  at  the  Annual  Meeting  of  the  Personnel 
Research  Federation,  November  21. 

Dr.  H.  C.  Taylor  at  the  Congressional  hearings  on  the  book  sections 
of  the  Tariff  Bill,  Washington,  December  21. 

Through  the  kindness  of  Mr.  Ephraim  A.  Karelsen,  the  Secretary 
met  Mr.  Clarence  C.  Vernam,  of  Street  and  Smith,  Publishers,  New 
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York  City,  who  agreed  to  finance  the  publication  of  the  first  and  second 
prize  esays  of  the  Karelsen  competition  on  "What  Can  a  Man  Afford/' 
as  a  supplement  to  the  December  number  of  the  American  Economic 
Review.  Delays  by  one  of  the  authors  in  preparing  copy  and  proofs 
made  it  impossible  to  mail  the  Supplement  with  the  December  Review, 
but  it  is  in  the  press  and  will  be  forthcoming  in  January. 

The  Secretary  received  from  Mr.  Ephraim  A.  Karelsen  a  demand 
note  for  $1750  for  three  prizes  for  a  second  competition  to  be  con- 
ducted by  the  American  Economic  Association  on  the  subject  "The 
Relations  of  Capital  and  Labor."  Mr.  Karelsen  has  also  agreed  to 
provide  for  the  financing  of  the  publication  of  the  prize  essays  if  they 
prove  to  merit  publication.  The  terms  and  regulations  governing  this 
contest  have  been  published  in  the  American  Economic  Review,  in 
circulars  to  members,  subscribers,  libraries,  universities,  manufac- 
turers' associations,  labor  organizations,  trade  papers,  etc.  The  mem- 
bers are  asked  to  promote  the  publicity  of  this  competition. 

Under  authority  granted  by  the  Executive  Committee  to  the  Secre- 
tary, he  has  proceeded  as  follows  in  the  sale  of  the  surplus  publica- 
tions of  the  American  Economic  Association : 

An  inventory  of  the  publications  was  made  by  the  Secretary  in 
person;  complete  statistical  sheets  were  prepared,  showing  the  number 
of  copies  of  each  publication  in  stock  and  how  each  was  bound;  these 
sheets  were  sent  to  the  members  of  the  Executive  Committee  with  re- 
quests for  suggestions  as  to  the  number  of  copies  to  be  retained  by  the 
Association,  discounts  at  which  sales  should  be  made,  preferences  to 
be  shown  as  among  purchasers,  etc.  A  synthesis  of  replies  to  this 
questionnaire  was  prepared  and  sent  to  the  members  of  the  Executive 
Committee  for  approval  before  it  was  published  in  the  Review;  notice 
of  the  sale  terms  was  then  put  in  the  June  and  September  numbers 
of  the  Review. 

The  sales  to  date  have  been  almost  exclusively  to  members  and 
libraries,  many  of  them  embracing  the  opportunity  to  complete  their 
sets  and  a  dozen  or  more  others  buying  complete  sets.  The  sales  will 
continue  until  March  1,  when  all  publications  for  which  the  demand 
lias  been  at  all  active  in  recent  years  will  be  reserved  and  the  reet 
pulped. 

The  following  table  indicates  the  changes  in  membership  of  the 
Association  during  the  year: 

Members  and  subscribers  in  December,  1920 2866 

Annual  members  in  December,  1920 2213 

Members  resigned  in  1921 143 

Removed  for  lack  of  address 14 

Members  dropped  for  non-payment  of  dues 82 
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Annual  members  changed  to  life  members 17 

Annual  members   died    17     273 

1940 
New  annual  members 290 

Total  annu£d  members  in  1921 2230 

Life  members  in  December,  1920 84 

Life  members  removed 

Died   3 

Lack  of  address 1       4 

80 

Annual  members  changed  to  life  members 17 

New  life  members  in  1921 5 

Total  life  members  in  December,  1921 102 

Honorary  members  in  December,  1921 4 

Honorary  members  removed  because  of  death 1         3 

Total  members  in  December,  1921 2335 

Subscribers  in  December,  1920 565 

Subscribers  discontinued  in  1921 73 

492 

New  subscribers  in   1921 100 

Total  subscribers  in  December,  1921 592 

Total  members  and  subscribers  In  December,  1921 2927 

Net  gain  in  members  and  subscribers,  1921 61 

The  following  comments  on  these  figures  are  pertinent: 

1.  The  increase  of  life  members  by  22  is  quite  without  precedent, 
the  cause  being  the  decision  to  enroll  as  life  members  a  number  of 
those  who  contributed  $100  or  more  to  the  Deficit  Fund  raised  by  the 
Special  Finance  Committee. 

2.  The  number  of  members  lost  by  resignation  and  removed  for 
non-payment  of  dues  was  86  higher  than  the  prceding  year,  due 
largely  to  the  unfavorable  economic  conditions  of  the  country. 

3.  The  special  membership  campaign  that  was  to  have  been  waged 
during  the  year  was  not  very  successfully  prosecuted. 

Among  the  other  special  activities  of  the  Secretary's  office  the  past 
year  may  be  mentioned: 

1.  The  editing  of  the  March  Supplement  containing  the  Papers 
and  Proceedings  of  the  Thirty-third  Annual  Meeting; 

2.  The  editing  of  the  December  Supplement  containing  the 
Karelsen  Prize  Essays  on  "What  Can  a  Man  Afford?" 

3.  The  cooperation  given  to  the  Special  Finance  Committee,  by 
circularizing  all  the  members  for  contributions,  acknowledging  all 
contributions,  collecting  the  pledges  made  at  Atlantic  City,  etc. 

4.  The  cooperation  given  the  Special  Membership  Committee  by 
extending  invitations  to  recommended  persons,  providing  Chairman 
Barnett  with  frequent  lists  showing  the  activity  of  the  members  of  his 
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Committee,  circularizing  special  groups  of  prospects,  conducting  the 
campaign  for  southern  Connecticut,  etc. 

The  Association  has  lost  to  the  Grim  Reaper  through  the  year  the 
following  members : 


Hexry  C.  Adams,  (former  President) 

Charles  W.  Ames 

Charles  D.  Barry 

Holmes  Beckwith 

S.  J.  Carpenter 

John  Spencer  Clark  (Life  Member) 

GusTAv  CoHN  (Honorary  Member) 

M.  A.  Dean 

James  H.  Dempsey 

William   P.   Goodwin 

William  E.  Harding,  (Life  Member) 


Geo.  B.  Hendricks 

Walter  Hennig 

Wayne  MacVeagh  (Life  Member) 

H.  W.  Montgomery 

William  H.  Price 

C.  A.  Prouty 

T.  C.  Richmond 

Jacob  Schmuckler 

Louis  B.  Schram 

Henry  O.  Underwood 


Respectfully  submitted. 


Ray  B.  Westerfield,  Secretary. 


REPORT  OF  THE  TREASURER  OF  THE  AMERICAN  ECO- 
NOMIC  ASSOCIATION    FOR    THE    YEAR    ENDING 
DECEMBER  20,  1921 

The  following  exhibit  presents  the  cash  receipts  and  expenditures 
of  the  American  Economic  Association  for  the  year  ending  December 
20,  1921.  The  statement  should  be  interpreted  in  connection  with 
the  balance  sheet  and  income  statement  rendered  by  the  Auditing 
Committee,  the  reports  of  the  Special  Finance  Committee,  and  of  the 
Editor  of  the  American  Economic  Review. 

Cash  Receipts  and  Expexdituhes 

Cash  on  hand  December  20,  1920 $  3,481.54, 

Receipts 

Membership  Dues    $11,092.42 

Subscriptions    2,666.34 

Sales  of  Publications 1,517.42 

Interest    349.84 

Life  Memberships    2,200.00 

Contributions  for  Deficit  Fund 10,222.25 

Profit  and  Loss  on  Exchange .73 

28,049.00 

$31,530.54 


Expenditures 

Accounts  of  1920,  Paid $1,104.94 

Dues  of  American  Council  of  Learned  Societies.  115.05 

Karelsen  Prizes   1,500.00 

Investments    8,798.70 

Expenses  of  Committees   138.55 

Furniture  and   Fixtures 4.12 

Paper  Stock    2,625.85 

Review  Printing .$.3,892.29 

Review  Editorial    1,564. .50 

Review   Expenses   and   Supplies 1,792.47 

$7,249.26 

Proceedings    968.43 

Sundry   Publication    Expenses 259.49 

8,477.18 

Secretary's  Office 

Traveling  Expenses  of  Secretarv-  •  .  11.92 

Office  Salaries   '. .  . .  2,764.69 

Stationerv  and  Office  Printing 170.48 

Office  Supplies    30.39 

Office    Postage    271.31 

Telephone  and  Telegraph 58.57 

Expressage    1-87 

Annual  Meeting  Expense,  1920 249.25 

Miscellaneous  Expenses   11.09 

3,569.57 
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Insurance    75.25 

Storage  of  Publications   150.00 

$26,559.21 

Cash  on  hand 

First  National  Bank,  New  Haven $1,845.29 

Central  Trust  Company,  Cambridge 3,126.04 

4,971.33 

$31,580.54 


In  order  to  put  the  funds  raised  by  the  Special  Finance  Committee 
into  earning  form,  the  Treasurer  made  the  following  disposition: 
(1)  Purchase  was  made  through  Lee,  Higginson  &  Co.  of  $5000  in 
Northern  Pacific-Great  Northern  Joint  15-year  61^  per  cent  Con- 
vertible Gold  Bonds,  at  96i/o.  These  bonds  have  been  selling  in  the 
market  recently  as  high  as  108.  (2)  Purchase  was  also  made  through 
Kissell,  Kinnicutt  &  Co.  of  $4000  First  Joint  Stock  Land  Bank  of 
Chicago  5^  per  cent  Farm  Loan  Bonds  of  1951,  at  101.  These 
bonds  are  made  obligations  of  the  United  States  Government  and 
are  tax  free. 

The  great  success  that  has  attended  the  campaign  of  the  Special 
Finance  Committee  has  relieved  the  tension  of  the  treasury,  which 
had  been  suffering  deficits  for  two  years.  Of  the  $665.50  pledged  to 
the  Special  Deficit  Fund  by  82  members  at  the  Atlantic  City  Meeting 
all  but  $13.00  has  been  paid,  three  subscribers  being  yet  in  default; 
254  members  contributed  $1509.75  in  response  to  a  circular  letter 
sent  out  through  the  Secretary's  office  for  the  Committee;  and  52 
persons  contributed  directly  to  Chairman  Seligman  $10,060.  Twenty 
of  the  contributors  of  $100  or  more  were  enrolled  as  life  members,  and, 
therefore,  since  the  Association  assumes  a  liability  whose  calculated 
value  is  presumably  $100  per  life  membership,  according  to  our  prac- 
tice of  setting  aside  a  permanent  reserve  of  $100  for  each  life  member, 
$2000  should  be  deducted  from  the  total  $12,222.25  raised  by  the 
Committee.  Your  Treasurer  has  so  accounted  it  and  asks  for  approval 
of  the  Executive  Committee. 

The  records  show  a  net  surplus  of  $362.06  this  year,  as  against 
deficits  in  1919  of  $1688.48  and  in  1920  of  $2366.50.  The  Associa- 
tion may  be  said  to  have  paid  its  way  this  year  without  considering 
the  contributions  to  the  Deficit  Fund.  The  surplus  was  due  to  the 
reductions  in  the  cost  of  publishing  the  American  Economic  Review, 
economies  which  would  have  been  much  larger  had  the  paper  for  three 
issues  not  have  been  stocked  at  1920  prices.  The  Secretary-Treasurer 
has  found  that  the  extra  services  required  from  his  office  by  the 
Special  Finance  Committee,  the  Special  Membership  Committee,  the 
sale  of  surplus  publications,  etc.,  has  made  it  impossible  to  reduce 
much  the  budget  of  his  office.  Certain  salary  increases  which  were 
thought  necessary  and  proper  at  the  time  the  present  secretary  assumed 
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office  also  had  their  first  full  effect  this  year.  The  sale  of  the  surplus 
publications  has  been  found  to  net  relatively  little  on  account  of  the 
large  discounts  allowed  and  the  expense  of  packing  for  shipment. 

Inasmuch  as  the  equalization  of  receipts  and  expenditures  this 
year  was  largely  attained  by  decided  reductions  in  the  size  and  scope 
of  the  Americax  Economic  Review,  the  failure  to  pay  contributors 
to  the  Review,  the  abstention  from  publishing  the  Association  Hand- 
book, and  other  curtailments  from  the  usual  and  proper  services  of 
the  Association,  it  should  not  be  assumed  that  the  financial  problems 
of  the  Association  have  been  solved  by  the  successful  campaign  of 
the  Special  Finance  Committee,  and  it  is  hoped  that  the  Association 
will  consider  further  measures  for  permanent  financial  stability. 

Statistical  statements  of  the  course  of  the  Association's  finances 
will  be  posted  on  the  bulletin  board  during  the  present  meeting. 

The  Treasurer  wishes  to  report  the  receipt  from  Mr.  Ephraim  A. 
Karelsen  of  a  demand  note  for  $1750  to  cover  prizes  offered  in  the 
second  Karelsen  competition,  and  also,  after  the  accounts  were  closed, 
a  check  for  $1000  from  Mr.  Clarence  A.  Vernam  to  cover  the  publica- 
tion cost  of  the  prize  essays  of  the  first  Karelsen  competition. 

Respectfully  submitted. 

Ray  B.  Westerfield,  Treasurer. 


REPORT  OF  THE  AUDITING  COMMITTEE 

New  Haven,  Connecticut,  December  24,  1921. 

To  the  American  Economic  Association: 

Your  Committee  has  audited  the  books  of  the  American  Economic 
Association  for  the  fiscal  year  ended  December  20,  1921.  The  accom- 
panying income  statement  and  balance  sheet  show  the  results  of  the 
year's  transactions  and  the  financial  status  of  the  Association  as  at 
the  date  of  closing.  The  exhibits  are,  in  our  opinion,  correct,  and 
we  certify  that  the  balance  sheet  here  presented  is  in  agreement  with 
the  ledger  accounts. 

Respectfully, 

Earl  A.  Saliers. 
John  D.  Hauslein. 
Ray  V.  Leffler. 
Edgar  S.  Furniss. 

Auditing  Committee. 

Income  Statement 

Ordinary  Income 

Dues    $11,384.42 

Less: 

Estimated  Defaulted  Dues   800.00 

$10,584.42 

Interest   $   349.84 

Sundry  Profit  and  Loss 42.78 

392.62 

$10,977.04 
Ordinary  Outgo: 

Office  Salaries    $2,764.69 

Traveling  Expenses  of  Sec'y 11.92 

Stationery  and  Office  Printing 170.48 

Postage    26.5.81 

Office  Supplies   30.39 

Telephone  and  Telegraph  58.57 

Expressage     1-87 

Annual  Meeting 249.25 

American  Council  Learned  Societies 115.05 

Miscellaneous    11.09 

Expenses  of  Committees 138.55 

3,817.67 

Excess   of   Ordinary    Income $7,159.37 

Publication   Outgo: 

Printing,  etc. $5,646.97 

Editorial  Contributional   1,564.50 

Editorial  Expenses  and  Supplies 1,792.47 

Proceedings  and  Handbook   1,534.96 

Sundrv  Expenses  of  Printers    259.49 

$10,798.39 


225.25 


$11,023.64 
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Storage  of  Publications   $    150.00 

Insurance    75.25 

Publication  Income 

Subscriptions    $2,785.39 

Less: 
Estimated  Defaulted  175.00 

$2,610.39 

Sales  of  Publications   1,615.94 

4,226.33 

Excess  of  Publication  Outgo: 6,797.31 

Net  Surplus  for  Year $   362.06 

Baiaxce   Sheet  as  at   Decembeh  20,   1921 

Assets  Liabilities 
Cash  in  New  Haven  Bank..$  1,845.29       Membership  Dues  Prepaid.. $     230..50 

Cash    in    Savings    Account,  Life  Memberships 3,500.00 

Central    Trust    Company,  Deficit  Fund  Contributions..    10,222.25 

Cambridge,  Mass 3,126.04       Surplus     December 

Investments   12,798.70  20,  1920   $5,441.38 

Membership      Dues  Net    Surplus    for 

Receivable $1,307.25  1921   362.06 

Less   Reserve   for  5,803.44 

Mem.  Dues  Rec.      581.25 

726.00 

Accounts       Receiv- 
able         336.91 

Less  Reserve  for 
Bad  Accounts 
Rec 67.44 

269.47 

Paper  Stock   683.89 

Furniture  and  Fixtures 306.80 

$19,7.56.19  $19,756.19 


REPORT  OF  THE  MANAGING  EDITOR  OF  THE  AMERICAN 

ECONOMIC  REVIEW  FOR  THE  YEAR  ENDING 

DECEMBER,  1921 

The  cost  of  the  Review  during  the  past  year  has  been  $9003.94 
as  compared  with  $11181.90  for  1920,  a  reduction  of  $2177.96.  By 
principal  items  the  cost  has  been  as  follows : 

Salary  of  editor $1500.00 

Payments  to  contributors 64.50 

Clerical  Assistance    1472.50 

Supplies    319.97 

Printing   (including  paper)    5646.97 


$9003.94 


The  printing  cost  was  $1009.34  less.  Payments  to  contributors 
were  discontinued  this  year,  making  a  saving  of  $1058.25  as  com- 
pared with  1920. 

The  new  format  was  adopted  at  the  beginning  of  this  year.  Two 
lines  were  added  to  each  page,  and  the  width  of  the  type  set  on  each 
page  was  slightly  increased.  It  is  estimated  that  by  this  change  of 
the  format  approximately  $300  was  saved  in  the  cost  without  decreas- 
ing the  amount  of  material  printed.  It  is  also  estimated  that  there 
was  a  saving  of  about  100  pages,  an  important  item  to  be  considered 
in  connection  with  the  current  cost  of  paper. 

Besides  the  saving  in  the  number  of  pages  because  of  the  change 
in  format,  not  quite  so  much  material  has  been  printed. 

The  section  of  periodical  abstracts  entitled  "Investments  and  Securi- 
ties" and  prepared  by  Professor  Arthur  S.  Dewing  has  been  dropped. 
Professor  C.  A.  Phillips  has  discontinued  the  abstracting  of  periodicals 
on  "Money,  Credit,  and  Banking." 

The  following  persons  have  served  as  editors :  Professor  A.  E. 
Cance  and  Professor  W.  E.  Hotchkiss  whose  terms  expire  this  year. 
Professor  Julius  H.  Parmelee  and  Professor  Carl  C.  Plehn  whose 
terms  expire  in  1922;  and  Professor  David  A.  McCabe  and  Professor 
O.  M.  W.  Sprague,  whose  terms  expire  in  1923. 

During  the  past  year  99  persons  have  cooperated  in  writing  for  the 
Review,  including  leading  articles,  communications,  reviews,  docu- 
ment notes,  and  periodical  abstracts. 

Appended  are  comparative  tables  showing  the  distribution  of  con- 
tents and  cost  by  principal  items,  in  continuation  of  tables  previously 
given. 

Davis  R.  Dewey, 

Managing  Editor. 
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Table  1. — Pages  Given  to  Each  Section 


Year 

Leading 
Articles 

Reviews 

New  Books 
Listed 

Docu- 
ments, 

Periodical  \ 
Abstracts  Notes 

Doct. 
Diss. 

Totals 

Repts.,etc. 

1911 

342 

304 

62 

89 

133 

40 

8 

978 

1912 

291 

298 

101 

110 

186 

41 

11 

1038 

1913 

347 

268 

104 

141 

167 

43 

8 

1078 

1914 

327 

243 

136 

113 

166 

35 

10 

1030 

1915 

314 

257 

90 

142 

144 

42 

14 

1003 

1916 

388 

256 

91 

90 

140 

46 

13 

1024 

1917 

378 

192 

110 

127 

120 

42 

15 

984 

1918 

372 

157 

91 

112 

99 

41 

17 

906 

1919 

373 

163 

154 

103 

95 

47 

12 

948 

1920 

387 

109 

155 

98 

122 

42 

15 

936 

1921 

331 

103 

133 

39 

117 

38 

11 

772 

Table  2. — Expenditures 


Year 

Printing 

Salary  of 
Editor 

Payments 
to  Contrib- 
utors 

Clerical 

Supplies 

Totals 

1911 

$2,495 .  18 

81,500.00 

$1,320.25 

$865.50 

$413.51 

$6,730.59* 

1912 

3,220.83 

1,500.00 

1,114.50 

794.58 

292.68 

6,922.90 

1913 

3,328.01 

1,500.00 

1,269.35 

983.09 

325.10 

7,404.55 

1914 

3,023.62 

1,500.00 

1,312.25 

1,236.29 

459 . 18 

7,531.34 

1915 

2,834.91 

1,500.00 

1,210.00 

1,171.87 

286.86 

7,003.64 

1916 

3,257.27 

1,500.00 

1,422.50 

1,173.93 

339.86 

7,694.06 

1917 

3,762.37 

1,500.00 

1,267.00 

1,151.30 

326.01 

8,006.68 

1918 

3,497.73 

1, 500. 00 

1,203.25 

1,260.06 

332.73 

7,793.73 

1919 

5,049.50 

1,500.00 

1,231.50 

1,325.93 

347.84 

9,454.77 

1920 

6,656.31 

1,500.00 

1,122.75 

1,595.64 

307.20 

11,181.90 

1921 

5,646.971 

1,500.00 

64.50 

1,472.50 

319.97 

9,003.94 

*Includes  $136.1-5,  traveling  expenses  of  editors. 
Ilncludes  $1773.76,  cost  of  paper. 
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AMERICAN  ECONOMIC  ASSOCIATION 

The  American  Economic  Association  is  an  organization  composed 
of  persons  interested  in  the  study  of  political  economy  or  the  economic 
phases  of  political  and  social  questions.  As  may  be  seen  by  examining 
the  list  of  members  and  subscribers  printed  in  this  volume,  not  only 
are  all  the  universities  and  the  most  prominent  colleges  in  the  country 
represented  in  the  Association  by  their  teachers  of  political  economy 
and  related  subjects,  but  a  large  number  of  members  come  from  among 
business  men,  journalists,  lawyers,  men  in  public  life,  and  others  in- 
terested in  the  theories  of  political  economy,  or,  more  often,  in  their 
applications  to  social  life.  There  are,  further,  nearly  six  hundred 
subscribers,  including  the  most  important  libraries  of  this  country. 
The  Association  has  besides  a  growing  representation  in  foreign  coun- 
tries. 

The  annual  meetings  give  opportunity  for  social  intercourse ;  they 
create  and  cement  acquaintanceship  and  friendship  between  teachers 
in  different  institutions,  and  bring  into  touch  with  each  other  students 
and  business  men  interested  in  the  social  and  economic  problems  of  the 
day.  The  meetings  aim  to  counteract  any  tendency  to  particularism 
which  geographical  separation  and  diverse  interests  might  otherwise 
foster.  The  annual  meeting  for  1922  will  be  held  in  Chicago,  during 
the  Christmas  holidays. 

The  Publications  of  the  Association,  a  complete  list  of  which  is  print- 
ed at  the  end  of  this  volume,  were  begun  in  March,  1886.  The  first 
series  of  eleven  volumes  was  completed  by  a  general  index  in  1897.  The 
second  series,  comprising  two  volumes,  was  published  in  1897-1899,  and 
in  addition  thereto  the  Association  issued  during  1896-1899  four 
volumes  of  Economic  Studies.  In  1900  a  third  series  of  Quarterly 
Publications  was  begun  with  the  Papers  and  Proceedings  of  the  Twelfth 
Annual  Meeting,  and  was  continued  through  1910  with  ample  amount 
and  variety  of  matter.  The  Economic  Bulletin,  issued  quarterly  and 
devoted  to  bibliography  and  current  notes,  was  also  published  by  the 
Association  during  the  three  years,  1908,  1909,  and  1910. 

In  1911  the  Association  began  publishing  the  American  Economic 
Review,  a  quarterly  journal  devoted  to  articles  on  economic  subjects, 
reviews,  abstracts  of  articles  in  current  journals,  and  a  classified  biblio- 
graphy of  economic  publications.  Though  only  in  its  twelfth  year, 
it  has  already  made  a  place  for  itself  among  the  serious  scientific  jour- 
nals of  the  country. 

The  American  Economic  Association  is  the  organ  of  no  party,  secf, 
or  institution.      It  has  no  creed.     Persons  of  all  shades  of  econoiaei^ 
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opinion  are  found  among  its  members,  and  widely  different  views  are 
given  a  hearing  in  its  annual  meetings  and  through  its  publications. 

With  the  exception  of  the  editor  of  the  American  Economic  Review, 
the  officers  of  the  Association  receive  no  pay  for  their  services.  Its 
entire  receipts  are  expended  for  the  editing,  printing,  and  circulation 
of  the  publications  and  for  the  annual  meetings.  Any  member,  there- 
fore, may  regard  his  annual  dues  either  as  a  subscription  to  an  econo- 
mic publication,  a  payment  for  membersliip  in  a  scientific  association, 
or  a  contribution  to  a  fund  for  publishing  valuable  papers  on  economic 
subjects. 


CONSTITUTION  OF  THE  AMERICAN 
ECONOMIC  ASSOCIATION 

(As  Revised  at  the  Axxual  Meeting,  December,  1919) 


ARTICLE  I 

Name 
This  society  shall   be  known  as   the  American   Economic   Association. 

ARTICLE  II 

Objects 

1.  The  encouragement  of  economic  research,  especially  the  historical  and 
statistical  study  of  the  actual  conditions  of  industrial  life. 

2.  The  issue  of  publications  on  economic  subjects. 

3.  The  encouragement  of  perfect  freedom  of  economic  discussion.  The 
Association  as  such  will  take  no  partisan  attitude,  nor  will  it  commit  its 
members  to  any  position  on  practical  economic  questions. 

ARTICLE  III 
Membership 

1.  Any  person  interested  in  economic  inquiry  may,  on  the  nomination  of 
a  member,  be  enrolled  in  this  Association  by  paying  $5,  and  after  the  first 
year  may  continue  a  member  by  paying  an  annual  fee  of  $5. 

2.  On  payment  of  $100  any  person  may  become  a  life  member  exempt 
from  annual  dues. 

3.  Foreign  economists  of  distinction,  not  exceeding  twenty-five  in  number, 
may  be  elected  honorary  members  of  the  Association. 

4.  Every  member  is  entitled  to  receive,  as  they  appear,  all  reports  and 
publications  of  the  Association. 

ARTICLE  IV 

Officers 
The  officers  of  the  Association  shall  be  elected  at  the  annual  meeting 
and  shall  consist  of  a  President,  two  Vice-Presidents,  a  Secretary,  and  a 
Treasurer,  whose  terms  of  office  shall  be  one  year;  a  Managing  Editor  whose 
term  of  office  shall  be  three  years;  six  members  of  the  Editorial  Board,  six 
elected  members  of  the  Executive  Committee,  and  three  members  of  the 
Program  Committee,  whose  term  of  office  shall  be  three  years,  and  who  shall 
be  so  classed  that  the  term  of  one  third  of  the  elected  members  of  each 
committee  shall  expire  each  year;  provided  that  the  office  of  Secretary  and 
that  of  Treasurer  may  be  filled  by  the  same  person.  The  Executive  Com- 
mittee shall  consist  of  the  President,  the  Vice-Presidents,  the  Secretary,  the 
Treasurer,  the  Managing  Editor,  the  three  ex-Presidents  who  have  last  held 
office,  and  six  elected  members. 
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ARTICLE  V 

Duties  of  Officers 

1.  The  President  of  the  Association  shall  preside  at  all  meetings  of  the 
Association  and  of  the  Executive  Committee,  and  in  consultation  with  the 
Program  Committee,  shall  prepare  the  programs  for  the  annual  meetings. 
In  case  of  his  disability,  his  duties  shall  devolve  upon  the  Vice-Presidents 
in  the  order  of  their  election,  upon  the  Secretary,  and  upon  the  Treasurer. 

2.  The  Secretary  shall  keep  the  records  of  the  Association  and  perform 
such  other  duties  as  the  Executive  Committee  may  assign  to  him. 

3.  The  Treasurer  shall  receive  and  have  the  custody  of  the  funds  of 
the  Association,  subject  to  the  rules  of  the  Executive  Committee. 

4.  The  Executive  Committee  shall  have  charge  of  the  general  interests 
of  the  Association  in  the  interval  between  annual  meetings.  It  may  fill 
vacancies  in  the  list  of  officers,  and  may  adopt  any  rules  or  regulations  for 
the  conduct  of  its  business  not  inconsistent  with  this  constitution  or  with 
rules  adopted  at  the  annual  meetings.  It  shall  act  as  a  committee  on  time 
and  place  of  meetings  and  perform  such  otlier  duties  as  the  Association 
shall  delegate  to  it.      A  quorum  shall  consist  of  five  members. 

5.  The  Editorial  Board  shall  have  charge  of  the  publications  of  the 
Association.  The  Managing  Editor  shall  be  ex-officio  member  and  Chairman 
of  the  Editorial  Board. 

ARTICLE   VI 

Amendments 
Amendments,  after  having  been  approved  by  a  majority  of  the  Executive 
Committee  present   at   a  meeting  regularly   called,   may   be   adopted   by   a 
majority  vote  of  the  members  present  at  any  regular  meeting  of  the  Asso- 
ciation. 


LIST  OF  MEMBERS  AND  SUBSCRIBERS 

*Life  Members  fSubscribers  ^Honorary   Members 

Note — The  figures  in  parenthesis  after  the  name  of  a  member  indicate   the  year 
from  which  dates  his  continuous  membership. 

Abbott,  Edith,  Faculty  Exchange,  University  of  Chicago,  Chicago,  111.  (1905) 
Abels,  Mabgaeet  Huttox,  Carroll  College,  Waukesha,  Wis.   (1921) 

fABURAGi,  Hyokichtro,   Carc  of   Mr.   Inoue,   Xo.   G   Zoshigaya,   Koishikawa,   Tokyo, 
Japan 
Adams,  James  P.,  Brown  University,  Providence,  R.  I.  (1921) 
Ada3is,  Joseph,  7  Lewis  Road,  Winchester,  Mass.  (1919) 
Adams,  Romaxzo,  College  of  Hawaii,  Honolulu,  T.  H.   (1915) 
AoAiis,  Thomas  Sewall,  115  Everit  St.,  New  Haven,  Conn.  (1900) 
Adriance,  Waxtee  Maxwell,  7  Euclid  Ave.,  Maplewood,  N.  J.    (1904) 
Agar,  Johx  G.,  31  Nassau  St.,  New  York  City  (1909) 
Agger,  Eugexe  Ewald,  Tenafly,  N.  J.  (1902) 
Agoos,  Samuel  L.,  145  South  St.,  Boston,  Mass.   (1916) 
AixswoRTH,  Harry,  Moline,  111.   (1911) 

fAiCADEMisKA  BoKHAXDELX,  7  Alexaudersgatan,  Helsingfors,  Finland 
Akermax,  Clemext,  Reed  College,  Portland,  Ore.    (1914) 

IAkrox  Public  Library,  Akron,  Ohio 

fAKTiEBOLAGET  NoRDisKA  BoKHAXDELX,  Drottuiiiggatan  7,  Stockholm,  Sweden 

IAlabama,  UxrvERsiTY  OF,  Library,  University,  Ala. 

IAlberta,  Uxiveesity  of.  Library,  Edmonton,  S.  Alberta,  Canada 

fALBiox  College  Library,  Albion,  Mich. 
Albrecht,  Joseph  A.,  925  Fidelity  Bldg.,  Buffalo,  N.  Y.   (1920) 
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Peat,  J.  B. 
Poole,  D.  C,  Jr. 
Pope,  J.  E. 
Powell,  F.   W. 
Powers,  L. 
Riddle,  J.  H. 
Robertson,   T.   M. 
Robinson,  L.  R. 
Roorbach,  G.  B. 
Roper,    F.    A. 
Ryan,  J.  A. 
Ryder,   O.    B. 
Schmeckebier,  L.  F. 
Schultz,  H. 
Shenehon,  E.  N. 
Smith,  M.  A. 
Spiegler,  L.  E. 
Stephens,  G.  A. 
Sterns,   W.   P. 
Steuart,  W.  M. 
Stewart,  C.  A. 
Stewart,  C.  L. 
Stine,   O.   C. 
Taylor,  H.  C. 
Thompson,  J.  G. 
Towles,   J.   K. 
Truesdell,  L.  E. 
Tryon,  F.  G. 
fU.  S.  Department  of  Agriculture 
Valgren,  V.  N. 
Veditz,  C.  W.  A. 
Verrill,  C.  H. 
Walker,  F. 
Walker,  J.  E. 
Warne,   F.   J. 
Watkins,  G.  P. 
Weber,  G.  A. 
Wendt,  E.  F. 
White,  E. 
White,  G.  C. 
Whitney,  E.  L. 
Willett,  A.  H. 
Wilson,  W. 
Wing,  D.  L. 
Woodbury,  Mrs.  R.  M. 
Woodbury,  R.  M. 
Young,  A.   N. 

FLORIDA 


Jacksonville 
Hoyt,  E.  R. 
tJacksonville    Public    Library 
Williams,  F.  M. 

Fruitland  Park 
Frame,  W.  A. 

New  Port  Rickey 
*  A  very,  E.  M. 

Pensacoln 
*Armstrong,  H.  C,  Jr. 
Rozier,   J.    K. 

St.   Augustine 
Hopkins,  L.  J. 
Knight,  W.  A. 

St.  Petersburg 
*Kinsey,  O.  P. 

Tallahassee 
Young,  N.  B. 

Tampa 
Glen,  J.  F. 

GEORGIA 

Athens 
Brooks,   R.    P. 
tGeorgia,   University   of 

Atlanta 
Baker,  W.  B. 
tCarnegie  Library,  The 

Augusta 
Hardy,  F.  A. 

Emory   University 
tEmory  College  Library 
Johnson,  E.  H. 

HAWAII 

Honolulu 

Adams,  R. 
*Gulick,  J.  T. 

tHawaii,  College  of.  Library 
t Hawaii,  Library  of 

Oosten,  H.  J. 
fPalama  Settlement 

Warn,  C.   E. 

Wong,  C.  A. 


IDAHO 


Gainesr'ille 
Leake,  J.   M. 


Moscow 
tidaho.   University   of 
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Pocatello 
Leonard,  E.  O. 
Retherford,  J.  E. 

Teton  City 
Berry,  R.  C. 

ILLINOIS 

Aurora 
Schopbach,  C.  H. 

Bloomington 
Sprankle,  B.   F. 
Vrooman,   C.   S. 

Bourbonnau 
tSt.   Viator   College 

Carthj)  Grant 
fDevelopment   Service   Bureau 

Canton 
Shallenberger,  W.  E. 

Champaign 
Davidson,  B.  T. 
Griffith,  A.  O. 
Guest,  H.  W. 
Hermann,  C.  C. 
Kinley,  D. 
Landon,  C.  E. 
Weston,  N.  A. 

Charleston 
tEastern    Illinois   State   Normal    School, 
Librarj'  of 

Chicago 
Abbott,  E. 
Anderson,  A.  E. 
Atkins,  P.  M. 
Atwood,  L.  L. 
Barber,  H.  L. 
Bean,  D.  P. 
Bell,  L. 
Bemis,  E.  W. 
Bethke,  W. 
Bird,  F.  H. 
Blaine,  Mrs.  E. 
Bleeker,  H.  E. 
Bobb,  D.  S. 
Boughey,   F.  M. 
Breckenridge,  S.  P. 
Brown,  F.  L. 
Buck,   R.   M. 
Burgess,  E.   W. 
Chassell,  E.  D. 
tChicago   Public   Library 


Clark,  J.  M. 
tCrampton,  H. 

Craven,  L. 

Culver,   A.   H. 

Crennan,  C.  H. 

Cresap,  M.  W. 

Crockett,  W.  P. 

De  Loach,  R.  J.  H. 

Douglas,  P.  H. 

Engel,  E.  J. 

Farlow,  W.  A. 

Felt,  D.  E. 

Field,  J.  A. 

Garvey,  B.  S. 

Gosswiller,   E.   R. 

GriiTenhagen,  E.  O. 

Hallberg,  R.  E. 

Ham,  F.  L. 

Hamill,  C.   H. 

Hansen,  S.  O. 

Hardy,  C.  O. 

Harlan,  C.  L. 

Heilman,  R.  E. 
tHeiner,  Mrs.  M.   K. 

Himmelblau,   D. 

Hobbs,  F. 

Hodge,   A.   C. 

Hotchkiss,  W.  E. 

Howe,  R.   B. 

Huston,  F.  iM. 

Insull,   S. 

Jeter,  H.  R. 
tJohn  Crerar  Library 

Johnson,  R.   P. 

Jordan,  F.  F. 

Keith,  E. 

Keuper,  C.  F. 

Knight,  P.  K. 

Krafft,  W.  E. 

Lawson,  V.   F. 

Lee,  J.   F. 
tLegler  Regional  Branch  Library 

Lichtenstein,    W. 

Lightbody,  W.   A. 

Lihme,   C.   B. 

Lipkat,  F. 

Lynn,  A.  J. 

Lytton,  G. 

McKinlock,  G.  A. 

Mahone,  A.  W. 

Manley,  E. 

Markham,  C.   H. 

Marshall,  L.  C. 

Mason,  A.  J. 

Mayer,  L. 

Mekd,  G.  H. 

Meyer,  C. 

Myers,   S.   L. 
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Millis,  H.  A. 
Mitchell,  W.   F. 
Monroe,  W.  S. 
Moorhouse,  H.  W. 
Morrison,  J.  W. 
Moulton,  H.   G. 
Murray,  J.   V. 
tNorthwestern      University      School      of 

Commerce 
O'Brien,  J.  J. 
Osgood,  R.   C. 
Pemberton,  H.  A. 
Peterson,  C.  M. 
Pike,  E.  R. 
Polleys,  T.  A. 
Prior,  J.  H. 
Quisenberry,  T.  E. 
Ray,  R.  J. 
Rosenthal,  L. 
Rosenwald,  J. 
Roth,  L. 
Schaffner,  M.  A. 
Snyder,  C.  E. 
Squires,  B.  M. 
Stein,  E. 
Stern,  A.   W. 
Templeton,  W.  L. 
Thorne,   C. 
Thorne,   H.   W. 
Todd,  A.  J. 
Topliff,  S. 
Traylor,  M.   A. 
Unzicker,  A. 
Upham,  F.  W. 
Vaughan,  R.  T. 
Verhunce,  C.  E. 
Viner,  J. 
Ward,  E.  L. 
Wasserman,  M.  J. 
Webb,  G.  D. 
Weld,  L.  D.  H. 
Wilson,  J.  E. 
Wright,   C.   W. 
Wright,  H.  R. 
Yavitz,  J.  T. 
Young,  J.  W. 
Zavertnik,  R.  J. 

Decatur 
fDecatur  Public  Library 
Smith,  W.  W. 
Zimmerman,  E.  W. 

Evanston 
Clark,   F.   E. 
Dailey,  D.  M. 
Deibler,  F.  S. 
Button,  H.  P. 


Hahne,  E.  H. 
Howard,  E.  D. 
Johnson,  M.  O. 
Epstein,   R.   C. 
Johnston,  D. 
Lagerquist,  W.  E. 
McJohnston,  H. 
tNorthwestern    University   Library 
Secrist,  H. 
Vanderblue,  H.  B. 

Elgin 
tRead,  E.  G. 

Flora 
Arbuthnot,   E.    H. 

Galesburg 
Curtis,  R.  E. 
tGalesburg  Public   Library 
Hyde,  D.  C. 

Highland  Park 
Fitt,  Mrs.  F. 

Lake  Forest 
Cooper,  L.  W. 
fLake  Forest  College  Library 
Smith,  D. 

Lincoln 
Rickert,  H.  L. 

Lombard 
Pearson,  W.  W. 

Mendota 
Geiger,  L.  C. 

Moline 
Ainsworth,   H. 

Monniouih 
Pattee,   F.   B. 

Normal 
flUinois    State    Normal    University    Li- 
brary 

North  Chicago 
fWestern,  J. 

Oak  Park 
McMillen,  G.  B. 

Oregon 
Lowden,  F.  O. 

Peoria 
Luthy,  G.  L. 
Rcnnick,  P.  G. 
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Quincy 
fFree  Public  Library 

Rock  ford 
tRockford  College  Library 

Sprlngfield 
flllinois  State  Library 
fLegislative  Reference  Bureau 

Sycamore 
Collier,  G.  W. 

Urbana 

Andrews,  J.  B. 

Berman,  E. 

Bogart,  E.  L. 

Brown,  P.  H. 

Eraser,  W.  J. 

Halfant,  D.  M. 

Handschin,  W.  F, 

Hunter,  M.  H. 
tlllinois,  University  of,  Library 
*  James,  E.  J. 

Litman,  S. 
.  Rauchenstein,  E. 

Robinson,  M.  H. 

Ross,  H.  A. 

Roth,  W.  J. 

Scovill,    H.    T. 

Thompson,  C.  M. 

Watkins,  G. 

Wright,  I. 

Waukegan 
tWaukegan  Public  Library 

Wilmette 
Suits,  W.  E. 

Winnptka 
Shaw,  A.  W. 


INDIANA 

Anderson 
Brady,  A.   W. 

Bloomington 
("Indiana  University  Library 
("Indiana   University,  Extension   Division 

McCullough,   E.   V. 

Luck,  T.  S. 

Moffat,  J.  E. 

Phillips,  J.  B. 

Prickett,  A.   L. 

Rawles,  "W^  A. 

Weatherly,  U.  G. 


Churubusco 
Thomas,  Mrs.  A.  G. 

Crazcfordsville 
Leonard,  J.  L. 
tWabash  College  Library 

Earlham 
tEarlhani  College  Library 

Fort  Wayne 
tFort  Wavne  Public  Library 
Hall,  A.  "f. 

Greencastle 
Carlton,  F.  T. 
Hudson,  W.  M. 
tWeaver  Political  Science  Library 

Hanover 
t Hanover   College   Library 

Indianapolis 

Anthony,  A.  B. 

Bennett,   H.   \V. 

Forrest,  J.  D. 
ylndiana  State  Library 
tindianapolis  Public  Library 

Mason,   A.   L. 

Putnam,  J.   W. 

Streightoff,   F.   H. 

Victor,   H.   R. 

Wood,   W.   A. 

Lafayette 

Higgs,  J. 
Lloyd,  O.  G. 
tPurdue   University 

Muncie 
tMuncie  Public  Library 

Notre  Dame 
Bolger,  W.  A. 
tPauline,  M. 

Peru 
Edwards,  R.  E. 

Richmond 
Leeds,  R.  G. 

Terre  Haute 
tindiana  State  Normal  School 

West  Lafayette 
Estey,  J.  A. 
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IOWA 

Ames 
Brindlev,  J.  E. 
Fuller,  *G.  M. 
Holmes,  C.  L. 
flowa  State  College 
Nourse,  E.  G. 
Von   Tungeln,  G.   H. 

Cedar  Falls 
Seerley,   H.   H. 

Cedar  Rapids 
fCedar  Rapids  Public  Library 
fCoe  College  Library 

Clinton 
Curtis,  G.   L. 
Hammarstrom,  A.  H. 

Davenport 
Crossett,  E.  C. 

Des  Moines 

Carlson,  A.  L. 
tlowa  State  Library 

Kirk,  Mrs.   A.  S. 

Million,  J.  W. 
fWallaces'  Farmer 

Dubtique 
McLean,  G. 

Fort  Dodge 
Kelleher,  D.  M. 

Grinnell 
jGrinnell  College  Library 

Indianola 
tSimpson  College  Library 

loxoa  City 

Burney,  W.  J. 

Gamber,  M.  P. 

Haynes,  F.  E. 

Hsu,  L.  S. 
tlowa.    State    University    of,    Extension 

Division 
tlowa  State  University  Library 

Knight,  F.   H.  " 

McDonough,  J.  E. 

Nelson,  R.  W. 

Phillips,  C.  A. 

Simons,  H.  C,  Jr. 

Stone,  R.  W. 

Wassam,  C.  W. 


Keota 
Kirkpatrick,  C.  D. 

Lamoni 
Carmichael,  A. 
tGraceland  College  Library 

Mt.  Vernon 
Journey,  R.  C. 

Oskaloosa 
tPenn  College  Library 

Sioux  City 
tSioux  City  Public  Library 

Storm  Lake 
tBucna  Vista  College  Library 

KANSAS 

Abilene 
Forney,  E.   H. 

Baldwin   City 
Wolf,  F.  E. 

Bnrrton 
Hefling,  A.  W. 

Emporia 
t Kansas   State   Normal   School 

Harvey  ville 
Symes,  D.   E. 

Howard 
Rader,  A.  K. 

Hutchinson 
Oswald,  L. 

Kansas  City 
Robinson,  W.  A. 

Lawrence 
Boyer,  S.  A. 
Boynton,  A.  J. 
Curry,  R.  F. 
Feis,  H. 
Hess,  E. 
Hill,  I. 
Ise,  J. 

Jensen,  J.  P. 
tKansas,  University  of.  Library 

Lindsborg 
tBethany  College  Library 
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Manhattan 
Englund,  E. 
fKansas      State      Agricultural      College, 
Library  of 

Minneapolis 
Wilson,  A.  D. 

Ottawa 
fOttawa  University  Library 

Pittsburg 
fState  Manual   Training   Normal   School 

Topeka 
Howe,  S.  T. 
fKansas  State  Library 

Wichita 
Baker,   F.   S. 
Carson,   F.   L. 
tWichita  City  Library 

KENTUCKY 

Georgetown 
Wright,  J.  M. 

Goshen 
Belknap,  W.  B. 

Lexington 

Best,  H. 

Jesness,  O.  B. 
tKentucky  Agricultural  Experiment  Sta- 
tion, Library  of 
tKentucky,   University   of,   Library 

Lcland,  "s.  E. 

McVey,  F.  L. 

Wiest,"  E. 

Williams,  C.  B. 

Louisville 
Bernheim,   I.   W. 
Humphrey,  L.  C. 
tLouisville   Free   Public   Library 
Sherley,  S. 

LOUISIANA 

Baton  Rouge 

tBoard  of  State  Affairs,  State  of  Louisi- 
ana 

tHill  Memorial  Library 

Nachitoches 
jNormal  College  Library 

New  Orleans 
Aldrich,   M.  A. 


Badger,  J.  A. 

Dreher,  H.  J. 

Fenner,  C.   P. 

Hall,  W.  T. 
fHoward   Memorial    Library 

Moore,  I.  D. 
tNew  Orleans  Public  Library 

Parry,  C.  E. 

Phelps,  E. 

Rodkey,  R.  G. 
tTulane   University   Library 

Shreveport 
Lawhon,  Z.   R. 

MAINE 

Bangor 
fBangor  Public  Library 

Belfast 
Wescott,  C.  W. 

Brunswick 
tBowdoin  College  Library 
Catlin,  W.  B. 
Mason,  M.  P. 

Lewiston 
tBates  College  Library 
Carroll,  J.  M. 

Oruno 
Ashworth,  J.  H. 
tMaine,  University  of,  Library 

Portland 
Bowers,  J.   W. 
Brown,  H.  J. 
Chapman,  P.  F. 
Maling,  E.  H. 
Nissen,  J.  J. 
Verrill,  H.  M. 

Waterville 
Black,  J.  W. 
Morrow,  C.  H. 

MARYLAND 

Baltimore 
*Baldwin,  S. 
Barnett,  G.  E. 
Bernhardt,  J. 
Berry,  T.  L. 
Cator,  G. 
Deverell,  F.  A. 
Emmet,  B. 
France,  J.  C. 
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France,  J.  I. 

French,  C.  E. 

Goodnow,  F.  J. 
tGoucher  College  Library 

Hollander,  J.  H. 

Hutchins,  F.  L. 

Jacobs,  T. 

Keyser,  R.  B. 

Lewis,  J.  C. 

Lubarsky,  L.  H. 
*Marburg,  T. 

Mitchell,  B. 

Motley,  J.  M. 
fPeabody  Institute 

Scull,  C.  O. 

Shriver,  G.  M. 

Simpson,  K. 

Spedden,  E.  R. 

Steiner,  B.  C. 
*Thom,  D.  W. 

Weyforth,  W.  O. 
*Worthington,  T.  K. 

Chevy  Chase 
Baker,  O.  E. 
Biggs,  J.  S. 

College  Park 
Thompson,  T.  B. 

Kensington 
Morman,  J.  B. 

Mount  Savage 
Ramsay,  A. 

MASSACHUSETTS 

Amherst 
fAmherst  College  Library 
Butterfield,  K.  L. 
Cance,  A.  E. 
Crook,  J.  W. 
Green,  C.  R. 
Hamilton,  W.  H. 
McFall,  R.  J. 
May,  F.  S. 
Stewart,  W.  W. 
Thorp,  W.  L. 
Willard,  J.  D. 

Arlington 
Armstrong,  F.  E. 

Auburndale 
Winslow,   G.   M. 

Belmont 
Huse,  C.  P. 


Kochersperger,  E.  S. 
Piper,  C.  B. 

Boston 

Agoos,  S.  L. 

Anderson,  G.  M^. 

Baker,  E.   H. 

Bemis,  A.   F. 

Bishop,  G.  L. 
tBoston  Athenaeum 
fBoston   Public  Library 
tBoston    University,    Business    Adminis- 
tration Library 

Boyden,  R.  W. 

Bradley,  R.  M. 

Braley,  H.  K. 

Brown,  J.   F. 

Bryant,  E.  S. 

Buckminster,  W.  R. 

Buie,  W.   A. 

Cannon,   B.   M. 

Clapp,  C.  R. 

Clark,  V.  S. 

Cole,   H.   N. 

Comins,  E.  P. 

Coolidge,  E.  W. 

Currier,  G.  W. 
*Dean,  C.   A. 
fDepartraent    of   Labor    and    Industries, 

Library  of 
tDepartment   of   Vocational   Guidance 

Dulfus,  W.  M. 

Filene,  A.  L. 
*Filenc,  E.  A. 

Foley,  D. 

Ford,  W.  C. 

French,  H.  F. 

Goggin,  W.  J. 

Hill,  D.  M. 

Irons,  V.  E. 

Jackson,  D.   C. 

Jameson,  R.  M. 

Jones,  M.   F. 

Kimball,  M. 

Kirstein,  L.  E. 

Laughlin,  J.  L. 
*Leeson,  J.  R. 

Lefavour,  H. 

Leonard,  R.   H. 

Loring,  A.  P. 

Lyman,  H. 

McDonough,  C.  A. 
fMassachusetts   State   Library 

Miller,  F. 

Moore,  G.  H. 

Moors,  J.  F. 

Morse,  L.  K. 

MorsSj  J.  W. 
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Nash,  L.  R. 

Nichols,  H.  A. 

Norton,  F.  L. 

O'Connell,  P.   A. 

Oldham,  J.  E. 

Pelletier,  V.  M. 

Persons,  C.  E. 

Pillsbury,  S.  H. 

Rand,  J.  H. 

Rand,   W.   H. 

Rich,  E.  J. 

Rittenhouse,  C.   F. 

Robb,  R. 

Sigilman,  S. 

Simes,  W. 

fSimmons   College   Library 
fSocial  Service  Library 

Solomont,  J. 

Sprague,  Mrs.  G.  W. 

Stites,  S.   H. 

Stone,  G.  L. 

Storrow,   J.   J. 

Sutcliffe,  W.  G. 

Sweet,  H.  N. 

Thurber,  C.   H. 

Tucker,  R.   S. 

Warren,  B.   W. 

Weale,  G.  J. 

Weed,  A.  R. 

Wellington,   C.   O. 

Wilson,  E.  B. 
*Winslo\v,  W.  C. 

Woods,  R.   A. 

Bradford 
tBradford  Academy 

Brookline 
Amster,  N.  L. 
Blackett,  O.  W. 
Danker,  D.  J. 
Eaves,  L. 
Groene,  E.  K. 
McAleer,  C.  L. 
Mixter,  C.   W. 
Turner,  W.  M. 

Cambridge 
Baker,  J.  W. 
Berridgc,  W.  A. 
Brooks,  J.  G. 
Bullock,   C.   J. 
Burbank,   H.   H. 
Burchell,  D.  E. 

tBusiness   Library,   Harvard   University 
Canfield,   A.  J. 
Carpenter,   N. 
Carver,  T.   N. 


Cole,  A.  H. 

Cole,  W.  M. 

Copeland,  M.  T. 

Cunningham,  W.  J. 
*Davis,  A.  M. 

Day,  E.  E. 

Dewey,  D.  R. 

Dewing,   A.    S. 

Donham,  W.  B. 

Doten,  C.  W. 

Eliot,  W.  G.  3d 

Foerster,  R.  F. 

Ford,  J. 

Gates,  G.  M. 
t Harvard   University   Library 
t Harvard    University    Library,    Depart- 
ment of  Social  Ethics 

Hoopingarner,  D.   L. 

Hubbard,  J.  B. 

Lincoln,   E.   E. 

Loomis,  R.   H. 
tMassachusetts    Institute   of   Technology 

Monroe,  A.  E. 

Persons,  W.  M. 

Plowman,  E.  G. 
fRadcliffe  College  Library 

Randolph,  E.  F. 

Ryan,   F.   W. 

Sanders,  T.   H. 

Sargent,  D.  A. 

Scoville,   G.   P. 

Shaulis,  L.  L. 

Shugrue,   M.   J. 

Snider,  J.  L. 

Sprague,  O.  M.  W. 

Taussig,  F.  W. 

Tucker,  D.  S. 

Usher,   A.    P. 

Williams,  J.  H. 

Young,  A.  A. 

Campello 
Davis,  E.  B. 

Chelsea 
Brigham,  R. 

Fall   River 
Chase,  S.  B. 
Davis,  R.   C. 
tFall   River   Public   Library 

Fitchhurff 
Simonds,  A.  T. 
Wallis,  R.  N. 

Framingham 
Dennison,  H.  S. 
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OJoucester 
Andrew,  A.  P. 

Or  eat  Barrington 
Tilton,  A.   C. 

Harvard 
Warren,  F. 

Haverhill 
tHaverhill  Public  Library 

Holden 
Murdock,  L.  H. 

Lowell 
Wood,  F.  A. 

Lynn 
Delury,  T.  J. 
Pinkham,  A.  W. 

Maiden 
Lewis,  L.  B. 
Malinsky,  W. 

Manchester 
*Hanks,   Mrs.   C.   S. 

Mattapoisett 
Donovan,  W.  F. 

Nahant 
Cusick,  L.  F. 

NeTO  Bedford 
Allen,  G.  H.  H. 
Ivanjjshaw,   W.    H. 
tNew  Bedford  Free  Public  Library 

Newton 
Foster,   W.   T. 
Howes,   F.   H. 
tNewton  Free  Library 
Scovell,  C.  H. 

Newton  Centre 
Bowman,  H.  M. 
Ripley,  W.  Z. 

Northampton 

Brown,  D.  M. 
tForbes   Library 

Lowenthal,  E. 
fSmith  College  Library 

Northbridge  Center 
Evans,  W.  W. 


Norwood 
Bagley,  F.  P. 

Reading 
Wadlin,  H.  G. 

South  Hadley 
Comstock,  A. 
Dietrick,  E.  B. 
Ferguson,  M. 
Galliver,  G.  A. 
Hewes,  A. 
fMount   Holyoke  College  Library 
Putnam,  B.  H. 

South  Lancaster 
fLancaster   Junior   College 

Springfiehl 
Bidwell,  R.  A. 
Campbell,  W.  J. 
*McDuffie,  J. 
Thomson,  E.  H. 
Wellman,  H.  C. 

Tufts   College 
tTufts  College  Library 
Wooster,   H.  A. 

Wellesleg 
Cherington,  P.  T. 
Donnan,  E. 
Mussey,  H.  R. 
fWellesley  College  Library 

Wellesley  Hills 
fBabson  Institute 
*Babson,  R.  W. 

Baldwin,  H.  C. 

Hastings,   H.   B. 

Matthews,  J.  M. 

Peavy,  L.  D. 

Wilson,   R.   B. 

West  Newton 
Day,  H.  B. 

West  Somerville 
Tosdal,  H.  R. 

Williainstown 

Bell,  J.   W. 

Clark,  D.  T. 
*Droppers,  G. 

Garfield,  H.  A. 

McLaren,  W.   W. 
tWilliams  College  Library 
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Winche  titer 
Adams,  J. 
Conant,  L.,  Jr. 
Morton,  A.  H.,  Jr. 
*Scudder,  D. 

Worcester 

Barnes,  H.  E. 
fClark  University  Library 

Crompton,  G. 

Dewey,  F.  H.,  Jr. 

Feingold,  L.  E. 

Garst,  J. 

Hankins,  F.   H. 

Hilmer,   H. 

Logan,  J. 

Reed,  E.  H. 

Smith,  H.  L.  H. 

Vaughan,  E.  H. 
fWorcester  Free  Public  Library 
tWorcester  Polytechnic  Institute 


MICHIGAN 

Albion 
tAlbion  College  Library 

Ann  Arbor 

Cahon,  P.  D. 

Chamberlin,  E.   H. 

Chen,  P.  C. 

Cooley,  C.  H. 

Duncan,  K. 

Griffin,  C.  E. 
*Kelsey,  F.  W. 

Lubin,  I. 
tMichigan,   University   of.   Library 

Oppenheim,   S. 

Paton,  W.  A. 

Prescott,  R.  B. 

Riggs,  H.  E. 

Sharfman,  I.  L. 

Taylor,  F.  M. 

Battle  Creek 
Kellogg,  J.   H. 

Detroit 
Barbour,  W.  T. 
Bradley,  A. 
Butler,'  W. 
Clarke,  E. 
fDetroit  Public  Library 
Leland,  H.  M. 
Levin,  S.  M. 
Long,  T.  G. 
McGregor,   T.    W. 
Moore,  W.   V. 


Russel,  A.  W. 
Seltzer,  L. 
Smith,  H.  H. 
Staley,  J.  W. 
Stannard,  J.  W. 
Sumner,  E.  A. 
fTeachers  College 
Walker,  H.  H. 
Walker,  T. 
Warriner,  A.  P. 

East  Lansing 
Eliot,   H.    M. 
Friday,  D. 
Hedri'ck,  W.  O. 
Horner,  J.  T. 
tMichigan   Agricultural  College  Library 
Middaugh,  F.  K. 

Flint 
tFlint   Public   Library 

Grand  Haven 
Keller,  W.  H. 

Grand  Rapids 
fDennis   Lumber   Company 
Ranck,  S.  H. 

Greenville 
*Sprague,  R.  F. 

Hillsdale 
Ellis,  R.  G. 

Iron  River 
Byers,  I.  W. 

Kalamazoo 

Foth,  J.  H. 
tKalamazoo  College  Library 
jKalamazoo  Public  Library 

Todd,  A.  M. 

Lansing 
tMichigan   State   Library 
Orr,  R.  K. 

Marquette 
tNorthern  State  Normal  School 

Muskegon 
tHackley  Public  Library 

Saginaw 
tHoyt  Public  Library 

Sheboygan 
Johnson,  O.  H. 
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MINNESOTA 

Duluth 
Alworth,  M.  W. 
Chisholm,  A.  M. 
fDuluth  Public  Library 
Matteson,  J.  S. 

Hibbing 
fLincoln    High   School   Library 

Mankato 
fMankato  Free  Public  Library 

Merriam  Park 
Anderson,  F.  F. 

Minneapolis 

Arnold,  R.  V. 

Blakey,  R.  G. 

Bowman,  S.  H.,  Jr. 

Cooper,   W.   W. 

Dayton,  D.  D. 

Dickinson,  Z.   C. 

Dowrie,   G.   W. 

Farmer,  R.  H. 
tFederal   Reserve   Bank   of   Minneapolis 

Folwell,  W.  W. 

Garver,  F.  B. 

Gras,  N.  S.  B. 

Hansen,  A.  H. 
fMinneapolis  Public  Library 
tMinnesota,  University  of.  Library 

Mudgett,  B.  D. 

Myers,  W.  R. 

Nelson,  M.  N. 

Noble,   H.   S. 

Ostlund,  H.  J. 

Petti  John,  J.  J. 

Reighard,  J.  J. 

Robertson,  A.  D. 

Rubins,  M. 

Stehman,  J.  W. 

Sykes,  C.  F. 

Tuckey,  E.  N. 

Wagner,  A. 

Moorhead 
tConcordia  College 
fMoorhead  Public  Library 

Northfield 
tCarleton  College  Library 

Gray,  J.  H. 

Helming,  O.  C. 

Klaragard,  S. 

Robinson,  J.  S. 
tSt.  Olaf  College  Library  ^^^ 


St.  Paul 

Anderson,  H.  E. 

Black,  J.  D. 
fHamline  University  Library 
fMacalester  College  Library 
tMinnesota   State   Library 
tMinnesota  Tax  Commission 
tMinnesota,   University    of,   Department 
of  Agriculture 

Price,  H.  B. 

Pyle,  J.  G. 

Quamme,  E.  G. 
tSt.  Paul  Public  Library 

Sweney,  F.  W. 

West,  W.  L. 

Working,  H. 

MISSISSIPPI 

Dunleith 
Stone,  A.  H. 

Greenville 
Taylor,  E. 

Greenwood 
Whittington,  W.  M. 

MISSOURI 

Cameron 
tMissouri  Wesleyan  College 

Columbia 

Brown,  H.  G. 

Defoe,  L.  M. 

EUwood,  C.  A. 

Loeb,  I. 

Hsiao,  C. 
tMissouri,  University  of.  Library 

Robb,  T.  B. 
tStephens    College   Library 

Watkins,  M.  W. 

Fayette 
tCentral  College  Library 

Independence 
McGuire,  B.  R, 
Smith,  F.  M. 

Kansas  City 
Batchelor,  J.   H. 
Cady,  T.  S. 
Cooke,  T. 
Dickey,  W.  S. 
Jenkins,  F.  B.,  Jr. 
tKansas  City  Public  Library 
tManaging    Editor,    Bufton    Publishing 
Company 
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tMeinrath   Brokerage   Company 
Osborne,  R.  S. 
Sherman,  A.  F. 
Smith,  F.  A. 
Street,  R.  W. 

Kirksville 
t Library,  State  Teachers  College 

Lee's  Summit 
James,  V. 

Mem^Tphis 
Schenk,  H.  H. 

Rolla 
Boyce,  W.  S. 
tSchool    of    Mines    and    Metallurgy,    Li- 
brary of 

Springfield 
Thomas,  R. 

St.  Charles 
Lindenwood   College   for  Women 

St.  Louis 

Allison,  J.  E. 

Bass,  G.  A. 

Brookings,  R.  S. 

Carr,  J.  A. 

Fining,  J.  N. 

Freeman,  C.  A. 

Gardner,  F.  D. 

Gephart,  W.  F. 

Grey,  D.  L. 

Hatton,  R.  D. 

Jones,  B. 

Kotany,  L. 

Krebs,  W.  S. 

Lippincott,  I. 

McDonald,  J. 

Mangold,  G.  B. 

Markham,  G.  D. 

Martin,  W.  M. 
tMercantile  Library 

Moore,  R. 

Nagel,  C. 

Ostalaza,  B. 

Payne,  Mrs.  H.  D. 

Perkins,  A.  T. 

Reed,  H.  L. 
tSt.  Louis  Public  Library 

Schlafly,  J.  F. 

Simmons,    W.    D. 

Simon,  F.  M. 

Stephens,  G.  W. 

Taussig,  B.  J. 
tWashington  University  Library 


Wiget,  F.  T. 
Young,  L.  E. 

Webb   City 
Webb,  E.  C. 

MONTANA 

Bozeman 

Hamilton,  J.  M. 
tMontana  Agricultural  Experiment  Sta- 
tion 

Wilson,  M.   L. 

Butte 
Phillips,  J.  C. 
Thomas,  R.  L. 

Great  Falls 
Hurd,  G.  E. 

Helena 
t Helena  Public  Library 

Missoula 
Buckhous,  M.  G. 
Coon,  S.  J. 
Ryman,  J.  H.  T. 
Underwood,  J.  H. 

Poison 
Valiton,  P.  C. 

NEBRASKA 

Alexandria 
Dill,  R.  E. 

C  larks 
Beardsley,  C. 

Crete 
Taylor,  J.  E. 

Curtis 
tMorse,  C.  K. 

Hastings 
tHastings  College  Library 

Lincoln 

Bullock,  T.  T. 

Fullbrook,  E.  S. 

Kirshman,   J.    E. 
tLegislative  Reference  Bureau 

Le  Rossignol,  J.  E. 
tLincoln  City  Library 

McNeill,  C.  E. 

Martin,  O.   R. 
tNebraska  State  Library 
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tNebraska,  University  of,  Library 
Rankin,  J.  O. 
Taylor,  W.  G.  L. 
Virtue,  G.  O. 
Wolfe,  F.  E. 

Omaha 
Baird,   R.   A. 
Dunn,  O.  W. 
Hastings,    W.    G. 
tOmaha  Public  Library 
Rosewater,  V. 

NEVADA 

Carson  City 
tNevada   State   Library 

Metropolis 
tMetropolis  Public  Schools 

Reno 
Clark,   W.   E. 
Clemons,  J.  H. 
Wilcox,  S.  W. 

NEW  HAMPSHIRE 

Berlin 
Brown,  O.  B. 

Concord 
tNew  Hampshire  State  Library 
tNew  Hampshire  College  of  Agriculture 

and  Mechanic  Arts 
Rossiter,  W.  S. 

Franklin 
Duffy,  W.  F. 

Hanover 
tDartmouth  College  Library 
Dozier,  H.  D. 
Goodhue,  E.  W. 
Gray,  W.  R. 
Keir,  M. 
Kilborn,   R.   D. 
Peisch,  A.  M. 
Rice,  L.  P. 
Silberling,  N.  J. 
Stevens,  J.  G. 
Tapley,  G.  H. 
Wellman,  H.  R. 

Manchester 
tManchester  City  Library 

Portsmouth 
Raynes,  G.  W. 


NEW  JERSEY 

Asbury  Park 
Kinmonth,  J.   L. 

Bayonne 
fBayonne  Free  Public  Library 
Smith,  A. 

Cliffnide 
Langston,  L.  H. 

East   Orange 
Binder,  R.  M. 

EUzabeth 
jElizabeth  Free  Public  Library 

Engleicood 
Hardy,  G.  E. 
Malburn,  W.  P. 

Essex    Fells 
Evans,  S.  M. 

Florham   Park 
Marston,  E.  S. 

Olen  Ridge 
Connick,  H.  D.   H. 

Hasbrouck  Heights 
Jahn,  G. 

Hoboken 
Bernheim,  G.  B. 

Jersey  City 
fjersey  City  Free  Library 
Scott,  A.  D. 

Leonia 
Ramsperger,  H.  G. 

Maplewood 
Adriance,  W.  M. 
Reeve,  F.  E. 

Montclair 
Bauer,  J. 
Conyngton,  T. 
Craig,  R.  C. 
Hanselman,   J.   J. 
Hollingshead,  G.  G. 
Murnane,  G. 
Powell,  W.  H. 
Russell,  S.  A. 

Moorestown 
Smith,  J. 
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Morsemere 
Hourwich,  I.  A. 

Newark 
fFree  Public  Library 

Gray,  E. 

Hoffman,  F.  L. 

Lum,  C.  M. 
tNewark  Public  Library 

Xuffort,  W. 

Robinson,   H.  R. 

Swayze,   F.  J. 

New  Brunswick 
Buttler,  R.  V.  A. 
tRutgers    College   Library 
*Scott,  A. 

Nutley 
Stevens,  E.  A. 

Passaic 
Smeaton,  J.  V. 

Plainfield 
fPlalnfield  Public  Library 

Princeton 
Atm-ood,  A.  W. 
Bennett,  W.  W. 
Chiba,  S. 
DLxon,  F.  H. 
Fetter,  F.  A. 
Graham,  F. 
Howard,  S.  E. 
Johnson,  C.  P. 
Kemmerer,  E.  W. 
Lucas,  A.  F. 
McCabe,  D.  A. 
McClellan,  G.  B. 
tPrinceton  University  Library 
Southworth,   S.   D. 
Tippetts,  C.  S. 
Warren,  Mrs.  H.  C. 

Bed  Bank 
Timolat,  J.  G. 

Rockaway 
Tuttle,  P.  M. 

South  Orange 
Voegelin,  F.  E. 

Tenafly 
r,  E.  E. 


Upper  Montclair 
Bethell,  U.  X. 

Weehawken 
Blanchet,  J.  U. 

Westfield 
Taylor,  A.  W. 

Wortendyke 
Dillon,  A.  V. 


Trenton 
Campbell,  J.  A. 
tNew  Jersey  State  Library 


NEW  MEXICO 

Raton 
Seaberg,  H. 

Santa  Fe 
Espe,  T.   N. 

Silver  City 
Epiey,  J.  F. 

State  College 
Hauter,  L.   H. 

NEW  YORK 

Albany 

Cogswell,  L.,  Jr. 
tBureau    of    Labor    Statistics,    Depart- 
ment of  Labor 
*Dill,  A.  C. 

Hill,  R.  T. 

Law,  W.  W.,  Jr. 
tXew  York  State  Library 

Patton,  E.  B. 

Phillips,  H.  D. 
tPorter,  E.  H. 

Pruyn,  R.  C. 

Taylor,  C.  D. 

Alfred 
fAlfred  University  Reading  Room 

Aurora 
Taft,  D.  R. 
tWells   College   Library 

Baldwin 
Copeland,  C.   C. 

Bellport 
*  Walsh,   C.   M. 

Bronxville 
Kursheedt,  M.  A. 
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Brooklyn 

Armstrong,  G.  S. 

Blake,  E.   M. 
tBrooklyn  Public  Library 
tCommercial   High   School 

Evers,  C.  C 

Fradenburg,  A.  G. 

Fuller,  B.  C. 

Goetz,  J.   H. 

Greve,  W.  M. 

Harper,  W.  R. 

Keator,  C.  E. 

Liebmann,  C.  J. 

Lotka,  A.  J. 

McLaren,  J.   R 

Max,  W.  D. 

Phillips,  O. 
tPratt  Institute  Free  Library 

Saposnekow,  J. 

Scroggs,  "W.  O. 

Schwartz,  A.  H. 

Ticbout,  C.  H.,  Jr. 

Watson,  W.  A. 

Youngman,  A.  P. 

Buffalo 

Albrecht,  J.   A. 

Blackmer,  J.  L. 
tBuffalo  Public  Library 
*Clark,  M. 
tGrosvenor  Library 

Gunnel,  W.  J. 

Harriman,  L.  G. 
*Ir\vin,  D.  M. 

Mitchell,  J.   M. 

Moot,  A. 
tMunicipal  Reference  Library 

Redfield,  N.  M. 

Stevens,  W.  J. 

Clinton 
Patton,  F.  L. 

Cazenovia 
*Fairchild,  C.  8. 

Cohocfon 
Bailey,  A.  L. 

Douglaston 
Street,  H.  L. 

Elmhurst 
Richter,  F.  E. 
Wilcox,  D.  F. 

Flushing 
King,  W.  I. 
Pranke,  E.  J. 


Forcif   Hills 
lyangmuir,  D. 

Geneva 
tHobart  College  Library 

Hamilton 
fColgate  University  Library 

HartsdaJe 
Fayant,   F.   H. 

Hastings-on-Hudson 
Williamson,   C.   C. 

HoJhii 
Loonie,  T.  J. 

Hudson 

*  Hathaway,  F.  R. 

Hudson  Falls 
Sawyer,  J.  E. 

Huntington 

*  Williams,  T.  S. 

Ht/de  Park 
Morgan,  G. 

Irving-on-Hudson 
Dunham,  C. 

Ithaca 
Babcock,  H.   E. 
Boyle,  J.  E. 
Copeland,  M.  A. 
tCornell   University  Library 
Davenport,    H.    J. 
English,  D. 
Garrett,   S.   S. 
Gillett,  R.  L. 
Lauman,   G.   N. 
Misner,  E.   G. 
Myers,  W.  I. 
Noble,  C.  V. 
Rogers,  J.  H. 
Saby,  R.  S. 
Sliciiter,   S.    H. 
Warren,  G.   F. 
Willcox,  W.  F. 

Jamaica 
Taglianetti,  T.  J. 
Taylor,  O.  F. 

Jericho 
Ellis,  R. 
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Katonah 
Armstrong,  S.  T. 

Mattituck 
Lupton,  E.  R. 

Mount  Kisco 
Holter,  E.  O. 

Mount   Vernon 
Austin,  C.  B. 
tMount  Vernon  Public  Library 

New  Rochelle 
Bradford,  E.  S. 
Metcalf,  H.  C. 
Mitchell,  J.  S. 
Moses,  D.  K. 

New  York  City 

Agar,  J.  G. 

Allen,   F.  L. 

Allen,  R.  M. 
fArnalgamated      Clothing      Workers      of 

America 
fAmerican    International    Corporation 
jAmerican     Telephone     and     Telegraph 
Company,  Library 

Anderson,  B.  M.,  Jr. 

Andrew,  S.  L. 

Andrews,  B.  R. 

Andrews,  J.  B. 

Angus,  W.  N. 

Arner,  G.  B.  L. 

Atterbury,  B. 

Axe,  E.  W. 

Baker,  E.  F. 

Baker,  H.  P. 

Balch,  G.  H. 

Baruch,  B.  M. 
t Batten   Company,  The   George 

Belcher,  D.  R. 

Beller,  W.  F. 
tBenjamin   Franklin  Institute 

Bennett,  G.  L. 

Bernheimer,  C.  S. 

Bigelow,  C.  W. 

Billingsley,  A.  L. 

Billquist,  C.  E. 

Bing,  A.  M. 

Binkerd,  R.  S. 

Blair,  J.  P. 

Blair-Smith,  H. 

Blanchard,   R.    H. 
tBliven,  B. 

Bloch,  L. 

Boardman,  B. 

Bonbright,  J.   C. 

Bohmfalk,  J.  F. 


Bonneville,  J.  H. 

Bonwit,  P.  J. 

Borg,  S.  C. 

Boudin,  L. 
*Bowen,  C.  W. 

Bowerman,  G.  E. 
*Bowker,  R.  R. 

Brandt,  H.  J. 

Breed,  W.   C. 

Brinton,   W.   C. 

Brisco,  N.  A. 

Brissenden,  P.  F. 
tBrookniire    Economic   Service,   The 

Brookmire,  J.  H. 

Brown,  D.  Q. 

Brown,  F.  Q. 

Brown,  R.  R. 

Brown,  T.  H. 

Bruere,  R.  W. 

Brugler,  J.   K.,  Jr. 

Brummer,  L. 
tBureau  of  Municipal  Research 

Bush,  I.  T. 

Bush,  W.  T. 

Byers,  M.  L. 

Caiman,  PI.  L. 

Calvert,  J.  F. 

Carey,  M.  L. 

Carpenter,  R.  V. 

Carter,  R.  A. 

Case,  M.  E. 

Catchings,  W. 

Catlin,  H.  W. 

Cauble,  L.  A. 

Cliaddock,  R.  E. 

Chapman,  J.  M. 

Chapman,  W.  P. 

Ciiilds,  W.  H. 

Claghorn,    K.    H. 

Clark,  E.  S. 

Clark,  J.  B. 

Clark,  W.  J. 

Clay,  C.   M. 

Clews,  H. 

Coffin,  C.  A. 

Cohen,   J.    H. 

Cohen,  S.  L. 

tColIege    of    the    City    of    New    York, 
Library  of 

Collier,  B.  G. 

Condit,  K.  H. 
fCooper  Union  Library 

Corbett,  E.  L. 

Cover,  J.  H. 

Cowan,  S. 

Cox,  G.  C. 

Cox  R.  L. 

Crane,  C.  R. 
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Cravath,  W.  B. 
Crocker,  F.  L. 
Crowell,   J.    F. 
Curtis,  W. 
Cutcheon,  F.  W.  M. 
Dahl,  G.  M. 
tDaily  News  Record 
Das,  R.  K. 
Davis,  O.  K. 
Davis,  P.  V. 
DeBower,  H.  F. 
DeForest,  R.  W. 
tDen,  A. 
DePasse,  A.  B. 
Devereux,  F.  L. 
Devine,  E.  T. 
Dewey,  F.  A. 
Dillon,  C. 
Dix,  S.  M. 
Dodd,   D.   L. 
Dodge,  C.  H. 
Doherty,  H.  L. 
Dohr,  J.  L. 
Donald,  H.  H. 
Donald,  W.  J.  A. 
Dondo,  Mrs.  A.  M. 
Dorr,  J.  V.  M. 
Douglas,   C.    H. 
Draper,  E.  G. 
DuBois,  C.  G. 
Duffus,  R.  L. 
Dunham,  A.  W. 
Dye,  E.  V. 
Effinger,  R.  C. 
Ehrle,  O.   F. 
Ehrhorn,  O.  W. 
Eidlitz,  O.  M. 
Eiseman,  S. 
Eisner,  M. 
Elkus,   A.    I. 
Elliott,  H. 
Ellis,  G.  W. 
Ellison,  W.  B, 
Ely,  R.  E. 
Emerson,  G. 
Engel,  E. 
Erlanger,  A. 
Esaki,  M. 
Faubel,  A.  L. 
Fay,  W.  R. 
t Federal  Reserve  Bank 
Field,  M. 
*Fish,  S. 
Fisk,  H.  E. 
Fitch,  J.   A. 
Flagler,  J.  H. 
Fleisher,  A. 
Fleming,  R.  D. 


Flint,  J. 

Fordham,   H.   L. 
de  Forest,  H.  W. 
Frankel,  D.  J. 
Franklin,   F. 
Fraser,  G.  C. 
Frew,  W.  E. 
Friedman,  E.  M. 
Frissell,  A.  S. 
Fry,  C.  L. 
*  Fuller,  P. 
Gallaher,  E.  Y. 
Galloway,  L. 
Garrett,"  P.  W. 
Garvan,  F.  P. 
Gay,  E.  F. 
tGeneral    Library,   U.    S.   Rubber   Com- 
pany 
Gerstenberg,  C.  W. 
Gibson,  T. 
Giddings,  F.  H. 
Gifford,  W.  S. 
Glenn,  J.  M. 
Goldzier,   M. 
Gotoh,  T. 
Gottlieb,  L.  R. 
Gould,  W.  H. 
Gourrich,  P.  P. 
Gradv,  Mrs.  E.  H. 
Grahkm,   T.   B. 
Grant,  P.  S. 
Greendlinger,  L. 
Gregory,  R.  H. 
Gulick,  S.  L. 
de   Haas,  J.   A. 
Haig,   R.   M. 
Hale,   R.   L. 
Hammond,  J.  H. 
Hand,  L. 
Haney,  L.  H. 
Hardy,  E.  R. 
Harrison,  G.  C. 
Harrison,  M.  W. 
Hart,  C.  H. 
Hart,  W.  A. 
Hasbrouck,  H.  C. 
Hatch,  L.  W. 
Hawley,  F.  B. 
Hayford,  F.  L. 
Hecht,  C. 
Heiss,  C.  A. 
Henderson,  J.  F. 
Henderson,  L.  G. 
Herzog,  P.  M. 
Hildebrand,  E. 
Hines,  W.  D. 
Hobson,  A. 
Hodges,  G.  W. 
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Hoggson,   W.   J. 

Holcomb,  A.  E. 

Holmes,  G.  E. 

Holt,  H.  W. 

Hopkins,  G.  B. 

Hopson,  H.  C. 

Hoyt,  A.  G. 

Hu'rlin,  R.  G. 

Hutchins,  G.   H. 

Hutchinson,  E.  J. 
t Industrial  Coal  &  Coke  Corporation 

Ingalls,   W.   R. 

^International    Ladies'    Garment    Work- 
ers'  Union 
^•Ir%ing  National  Bank,  Librarian 

Isbell,  O.  S. 

Israel,  H. 

Jackson,  J.  H. 

Jay,  P. 

Jenks,  J.   W. 

Jennings,  B.  B. 

Jepson,  L.  M. 

Jeremiah,  J. 

Johnson,  J.   F. 

Johnstone,  H.  M. 

Jones,  J.   G. 

Josephthal,  L.   M. 

Kahn,   M.   G. 

Kahn,  O.  H. 

Kamimura,   U. 

Kane,  P.  J. 

Karelsen,  E.  A. 

Karelsen,  F.  E.,  Jr. 

Kawashima,   R. 

Kegan,  E. 

Kennedy,  P.  B. 

Kent,  F.   I. 

Kimber,  A.  W. 

Klein,  J.  J. 

Knauth,  O.  W. 

Knauth,   V.   M. 

Kohler,   M.   J. 

Kohn,  R.  D. 

Kolchin,  M. 

Kops,  D. 

Krech,   A.   W. 

Kruttschnitt,  J. 

Kutzleb,  W. 

Lamont,  T.  W. 

Landone,  B. 

Lanfear,  V.  L. 

Larrabee,  H.  L. 

Laski,  L. 

Lay,  J.  G. 
^Lazard  Brothers  &  Co. 

Lee,  I.  L. 

Leffingw-ell,  R.   C. 

Levy,  S. 


Lewinski-Corwin,  E.  H. 
*Lewisohn,  A. 

Lewisohn,  S.  A. 
tLibrarian,   The,   New   York   L^niversity 
School   of   Commerce 

IJndsav,  S.   M. 

Link,  H.  C. 

Lippincott,  H.  E. 

Lockhart,  O.  C. 

Lough,  W.   H.,  Jr. 

Lubin,  L. 

Luken,  O.  H. 

Lutz,  C.  A. 

Lyon,  H. 

McCarty,  H.  C. 

McClung,  R.  L. 

McCormick,  R.  R. 

McCrea,   R.   C. 

McElheny,  V.  K.,  Jr. 

ilacfarland,  C.  S. 

McLean,   F.   H. 

McMahon,  A.  P. 

McPherson,  L.  G. 

Macaulay,  F.  R. 

Macy,  V.  E. 

Madden,  J.  T. 

Magee,  J.  D. 

Maltbie,  M.  R. 

Mandel,  B. 

Marble,  S.  J. 

Martin,  C.  C. 

Martin,  R.  W. 

Martin,  S.  O. 

Mathewson,  P. 

May,  G.  O. 

Mayer,  J. 

Merwin,  M. 
fMetropolitan   Life   Insurance   Company 

Millard,  C.   B. 

Miller,  E.  M. 

Miller,  N. 

Mills,  C.  F. 

Mills,  O.  L. 
♦Mitchell,  W.  C 

Miyata,  S. 

Montgomery,  R.  H. 

Moore,  H.  L. 

Moore,  J.  H. 

Morawetz,    V. 

Morgan,  J.  P- 

Morgenthau,  M.  L. 

Morris,  R. 
*Morrow,  D.  W. 

Mosle,  G.  R. 

Mott,  H.  S. 

Moyer,  M.  S. 

Munn,  J.  P. 

Myer,  G.  W.,  Jr. 


84 


American  Economic  Association 


tNaday  &  Fleisclier 

Nathan,  A. 
tNational  Bank  of  Commerce  Library 
tNational  City  Financial  Library 
tNational    Industrial    Conference    Board 

Newcomb,  IL  T. 

Newcomer,   M. 
tNew  York  Public  Library 
tNew   York   University   School   of   Com- 
merce 
tNew  York  University  Library 

Nicholson,  D.  A. 

Norton,  A.  L. 

Noyes,  A.  D. 

Ochs,  A.  S. 

Ojjrburn,  W.   F. 

O'Gorman,  J.  A. 

Ohinata,   C. 

Ohsol,  J.  G. 

Okinaka,  P.  T. 

Ollesheimer,   H. 

Osborn,  W.  C. 

Oseroff,  A. 

Outhwaite,  L. 

Page,  F.  P. 

Park,  J. 
*Peabody,  G.  F. 

Perry,  L. 

Person,  H.  S. 

Pfeiffer,  C.  G. 

Pforzheimer,  A. 

Pleydell,  A.  C. 

Plimpton,  G.  A. 

Porter,  W.  H. 

Posner,  L.  S. 

Prince,  Mrs.  B. 

Prince,  L.  M. 

Purdy,   L. 
tRand  School  of  Social  Science,  The 

Rankin,  R.  G. 

Reass,  N. 

Rederscheid,  W. 
tReference     Library,     Guaranty     Trust 
Company  of  New  York 

Reid,  W. 

Richards,  E.  G. 

l{obb,  W.  O. 

Robertson,  L.  J. 

Robinson,  F.  B. 

Robinson,  L.  G. 

Robinson,  S. 
tRonconi,  R.  R, 

Rorty,  M.  C. 

Rosenberg,  D.  S. 

Ross,  N.  F. 

Rossmoore,  E.  E. 

Rounds,  A.  C. 
t Russell  Sage  Foundation 


Sage,  D. 

Sakolski,  A.  M. 
tSargcnt,  N. 
tSatoh,  K. 

Saxton,  P.  W. 

Schapiro,  J. 

Schiff,  M.  L. 

Schniewind,  J.,  Jr. 

Schreier,  H.  C,  Jr. 

Schwarzcnbach,  R.  J.  F. 

Scobie,  J.   C. 

Scott,  C.  R. 

Scott,  W. 
*Seager,  H.  R. 

Sealv,  E.  D. 

Sear'le,  H.  F. 
*Seligman,  E.  R.  A. 

Scligman,  J. 

Shailer,    F.   A. 

Shaw,  A. 

Simkhovitch,  V.  G. 

Sisson,  F.  H. 
tSlade,  Mrs.  A.  J. 

Smith,  K.  W. 

Smith,  P.  J. 

Smith,  R.  R. 

Snodgrass,  K. 

Snyder,  C. 

Sp'ahr,  W.  E. 
tStandard    Statistics    Company,   Library 

Starbuck,  W.  D.   L. 

Stark,  W.  R. 

Stecker,  M.  L. 

Stein,  H.  M. 

Steiner,  W.   H. 

Steinhaus,  L 

Sterling,  M.  M. 

Sterrett,  J.   E. 

Stiefel,  C.  F. 

Stone,  C.  A. 

Strater,  C.  G. 

Straus,  J.  L 

Straus,   O.   S. 

Straus,  P.  S. 

Strecter,  T.  W. 

Streit,  S.   F. 

Strong,  B.,  Jr. 

Strong,   W.   M. 

Stroock,  S.  M. 

SuflFern,  A.  E. 

Sulzberger,  C.  L. 
tSurvey,  The 

Swayze,  J.  L. 

Tanenbaum,  J. 

Tang,   W.    K. 

Tarbell,  L  M. 

Taussig,  W.   M. 

Tead,  O. 
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Thompson,  H. 

Thompson,  M.  W. 

Thompson,  AV.  O. 

Thorndike,  E.  L. 

Titsworth,  H.   H. 

Tomkins,   C. 

Towner,  R.  H. 

Trachtenherg,  A.  L. 

Tuckerman,   P. 

Tugwell,  R. 

Turner,  J.  R. 

Turrell,  E.  A. 

Tyler,  C.  B. 

Ullman,  Mr. 
tUniversity  Club  Library 

Vanderlip,  F.  A. 

Van  Deusen,  W.  M. 

Van  Kleeck,  M. 

Van  Metre,  T.  W. 

Van  Sant,  J.  W. 

Vickers,  L. 

Vincent,  G.  E. 

Vose,  H.  P. 

Walter,  E.  J. 
►Walters,  H. 

Warburg,  F.  M. 

Warburg,  P. 

Wardwell,  A. 

Warner,  P.  J. 

Warshow,  H. 
^Washington  Square  College  Library 

Watkins,  T.   H. 

Weeks,  R.  W. 

Weil,  C.  A. 

Weil,  E. 

Weld,  W.  E. 

Whittlesey,  W.  L. 

Whyte,  y. 

Wickersham,  G.  W. 

Wickware,  F.  G. 

Wildman,  J.  R. 

Wilev,  J.  S. 

Willcox,  W.  G. 

Williams,  H.  D. 

Williams,  R.  H. 

Williams,  W.   H. 

Willis,  H.  P. 

Winkler,  M.   H. 

Wis  hart,  W.  C. 

Wolff,  Mrs.  L.  S. 

Wolman,  L. 

Woodworth,  L.  D. 

Young,  E.  M. 

Young,  O.  D. 

Zimand,   S. 

Niagara  Falls 
Porter,  A.  J. 


Ossining 
Roberts,  G.  E. 

Pelham 
Bacas,  P.  E. 

Pflham   Manor 
Woodward,  J.  H. 

Port  llichmond 
Kerr,  F.  E. 

Poughkeepsie 
Mills,  H.  E. 
Palmer,  G.  L. 
Sweetser,  F.  L. 
Winsor,    L.    B. 

Richfield  Springs 
Wetzel,  T.   J. 

Richmond  Hill 
Shipway,  G.  W. 
Weber,  A.  F. 

River  dale 
Freeman,  H.  C. 

Rochester 

Campbell,  R.   A. 

Eastman,  G. 

Jacobstcin,  M. 

Love  joy,  F.  W. 

Merkel,  H.  L. 

Miner,  E.  G. 
fReynolds  Library 

Robins,  K.  N. 
tliochester    Bureau    of     Municipal    Re- 
search 
tRochester,  University  of.  Library     . 

Stone,  N.   L 

St.  James 
Brown,  L. 

Sangerfield 
*Sanger,  W.  C. 

Saranac  Lake 

tMautner,  B.   H. 

Thurston,  C.  S. 

Scarboro-on-Uudson 
Kies,  W.  S. 

Schenectady 

Derry,  G.   H. 
Johnston,  A.  W. 
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Sfapleton 
Johannsen,  N. 

Si/racnse. 

Bice,  H.  E. 

Butterbaugh,  W.  E. 

Guthmann,  H.  G. 
tHanger,  J.  H. 

Raper,  C.  L. 
*Smith,  J.  G. 
tSyracuse  Public  Library 
tSyracuse  University  Library 

Ticonderoga 
Wickes,  F.  B. 

Utica 
Doolittle,  W.  C.  J. 
Hubbell,  J.  F. 
Marrone,  J.  M. 
Rogers,  C.  B. 

Way  I  and 
O'Connor,  H.  G. 

West  Point 
Holt,  L.  H. 

Westerlo 
Fisher,  W.  C. 

White  Plains 
Bache,  F.  S. 
Brown,  T.  H. 
Friedman,  H.  G. 
Lesher,  C.  E. 
Merriam,  J.  R. 

Woodstock 
Whitehead,  R.  R. 

Yonkers 
Bunker,  G.  R. 
Hodgson,  C.  W.  " 
Sheets,  E.  A. 

NORTH    CAROLINA 

Asheville 
*  Ferguson,  W.  C. 

Chapel  Hill 
Carroll,  D.  D. 
Hoyt,  H. 
Matherly,  W.  J. 
Murchison,  C.  T. 
t North  Carolina,  University  of.  Library 

Durham 
Barnard,  B.  W. 


Breedlove,  J.  P. 
Glasson,  W.  H. 

Fletcher 
*Foote,  A.  R. 

Greensboro 
tNorth  Carolina  College  Library 

Raleigh 
fMeredith  College  Library 

Wake  Forest 
Newmarker,   E.   L. 

West  Raleigh 
Yoder,  F.  R. 

NORTH   DAKOTA 

Agricultural   College 
Coulter,  J.  L. 
fNorth     Dakota     Agricultural     College, 
Library   of 

Bismarck 
fBismarck  Public  Library 
fNorth  Dakota  Tax  Commission 

Fargo 
Pierce,  J.  A. 

Grand  Forks 
Tinnes,  D. 
Towne,  E.  T. 

Universifif 
fNorth   Dakota   University   Library 

Wales 
Johnston,  G.  H. 

OHIO 

Akro7i 
f  Akron   Public  Library 
Bloor,  W.  F. 
Swanson,  A.  E. 

Ashley 
Kyrk,  H. 

Canton 
Buckwalter,  T.  V. 

Cinci7inati 

Beaman,   R.  J. 

Bettman,  A. 
fCincinnati  Public  Library 
fCincinnati,  University  of.  Library 
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Conrad,  Mrs.  I.  F. 
Cramer,  C. 
Dieckmann,  A. 
Du  Brul,  E.   F. 
Duncan,  J.  C. 
Foreman,  C.  J. 
Greve,  C.  T. 
Lambert,  R.  M. 
McBurney,  B.  T. 
Osborn,  G.   P. 
Pollak,  Mrs.  J.  A. 
Roden,  E.  A. 
Sailing,  M.  T. 
Scripps,  E.  W. 
Shaffer,  H.  B. 
Stevenson,  R.  A. 
Whitney,  N.  R. 

Cleveland 

Arbuthnot,  C.  C. 

Ayres,  L.  P. 

Beman,  L.  T. 
tCleveland   Public   Library 

Conover,  H.  J. 

Evarts,  F.  B. 
tFederal   Reserve  Bank 

Feiss,  P.  L. 

Gaehr,  A.  J. 

Goulder,  H.  D. 

Harris,  J.  P. 

James,  A.  C. 

Johnson,  H.   H. 

Kohn,  A. 

Miller,  Mrs.  E.  C.  T. 

Nau,  C.  H. 

Roberts,  C.  C. 

Sidlo,  T.  L. 

Squire,  A. 

Stratton,  H.   F. 

Weisman,  R. 

Whitten,  R.   H. 

Wilbur,  R.  A. 
tZangerle,  J.   A. 

Columbus 
Beckman,  T.  N. 
Cheek,  R.  W. 
Clark,  L.  E. 
Cross,  M.  C. 
Croxton,  F.  C. 
Dice,  C.  A. 
Davison,  E. 
Eckelberry,  G.  W. 
Falconer,  J.  I. 
Fisher,  J.  A. 
Fitzgerald,  J.  A. 
Hagerty,  J.  E. 
Hamill,  J.  L. 


Hammond,  M.  B. 

Hayes,  H.  G. 

Hoagland,   H.    E. 

Huntington,  C.  C. 

Johnson,  O.  M. 

Jones,  E.  D. 

Miles,  G.  F. 
tOhio  State  Library 
tOhio  State  University  Library 

Ruggles,  C.  O. 

Sheppard,  H.  E. 

Stimson,  E.   S. 

Waldradt,  H.   F. 

Wallace,  B.  A. 

Wallin,  Z.  B. 

Weidler,  W.  C. 

Conneaut 
tCarnegie  Public  Library 

Dayton 
tDayton  Public  Library 
Hourwich,  I. 
Merchant,  E.  O. 

Defiance 
Selinger,  H.  P.  J. 

Delaware 
tOhio  Wesleyan  University  Library 

Foster 
*Foster,  E.  H. 

Gambler 

*Green,  D.  I. 

TKenyon  College  Library 

Hiram 
fHiram  College  Library 

Leetonia 
Bess,  W.  G. 

Locktcood 
Jordan,  R.  W. 

Marietta 
fMarietta  College  Library 

Middletown 
Verity,  G.  M. 

Mount   Vernon 
Ringwalt,  R.  C. 

Newark 
Price,  H.  C. 
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New  Concord 
Cleland,  J.  S. 

Norwood 
Bevis,  H.  L. 

Oberlin 
Hitchcock,  J.  E. 
Krueger,  L.  B. 
Lutz,  H.  L. 
tOberlin  College  Library 
Peirce,  P.  S. 

O.rford 
Beneke,  H.  H. 
Brandenburg,   S.   J. 
Reed,  E.  F. 
Todd,  E.  S. 

Richwood 
Tanner,  E.  V. 

Springfield 
Prince,  B.  F. 
Van   Riper,  C. 

Toledo 

Caverly,   H.  L. 

Leiserson,  W.  M. 

Libbey,  E.  D. 

Myers,  E.  A. 
tToledo   Public   Library 
tToledo   University   Library 

Urschel,  J.  J. 

Washington  Court  House 
Goddard,  L.   H. 

Westerville 
Johnson,  W.  E. 
Mark,  M.  L. 
Suavely,  C. 

Wooster 
Chancellor,  W.  E. 
tWooster  College  Library 

OKLAHOMA 

Alva 
Percefull,  S.  C. 
t Northwestern   State   Normal   School 

Durant 
tBennett,  H.  G. 
tSoutheastern   Normal   College 

Outhrie 
Dies,  W.  P. 


Norman 
Cable,  J.  R. 
tOklahoma,  University  of 

Oklahoma  City 
Cobb,  Mrs.  F.  E. 
Jordan,  G.  W. 

Pawhnska 
Lohman,  C. 

Sajmlpa 
tSapulpa  High  School  Library 

StiUwater 
Holtzclaw,  H.  F. 
tOklahoma  Agricultural  and  Mechanical 
College 

OREGON 

Albany 
Schmitt,  A.  C. 

Corvallis 
Cornish,  N.  H. 
Dreesen,  W.  H. 
Mittelman,  E.  B. 
tOregon  Agricultural  College 

Eugene 
Crockatt,  P.  C. 
Gilbert,  J.  H. 
Morris,  V.  P. 
tOregon,  University  of.  Library 
Robbins,  E.  C. 
Rutter,  F.  R. 
Young,  F.  G. 

Portland 

Akerman,  C. 

Cookingham,  E. 

Mason,  D.  T. 
t Portland,  Library  Association  of 
tRced   College   Library 

Reed,  H.  E. 
tVan  Orsdall,  Mrs.  C.  C. 

Salem 
Marvin,  C. 

PENNSYLVANIA 

Allegheny 
tCarnegie  Free  Library 

Bethlehem 
Bickley,  J.  H. 
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Bryn  Mater 
fBryn  Mawr  College  Library 
Galster,  A. 
Kingsbury,   S.    M. 
McVitty,  A.  E. 

California 
Smith,  J.  B. 

Canton 
Bullock,  C.  E. 

Carlisle 
fDickinson  College  Library 

Chamhersburg 
tWilson  College  Library 

Clearfield 
Goodrich,  C.  L, 

Connellsville 
Thompson,  G.  W. 

Easton 
Bowen,  E. 
tLafayette  College 

Farm  School 
Ostrolenk,  B. 

Gettysburg 
Johnston,  A.  V. 

Grove  City 
Walters,  R.  G. 

Harrisburg 
Downey,  E.  H. 
Gottschall,  M.  H. 
fPennsylvania  State  Library 

Haverford 
Barrett,  D.  C. 
Watson,  F.  D. 

Hazelton 
Lawall,  W.  P. 

Jenkintown 
MacFarland,  G.  A. 

Lancaster 
tFranklin  and  Marshall  College  Library 
Hiester,  A.  V. 

Langeloth 
tAshe,  B.  F. 

Lansdowne 
Scarborough,  C.   H. 


Lewisbnrg 
jBucknell    University   Library 

L Inroin   Un if e rs ify 
tVail  Memorial  Library 

Meadville 
fAllegheny  College  Library 
McClean,'  L.  D. 

Merion  Station 
Gest,  W.  P. 

Philadelphia 
Barrows,  W.  P. 
Barth,  C.  G. 

Bezanson,  A. 

Bilgram,  H. 

Bodine,   S.   T. 

Breyer,  R.  F. 

Brown,  F.  S. 

Bruyere,  A.  J. 
fBurcau  of  Municipal  Research 

Bye,  R.  T. 

Capp,  S.  B. 

Collings,  H.  T. 
tCollins  Industrial  Council 

Conway,  T. 

Coons,  A.  G. 

Cunningham,  W.  M. 

Cashing,  M.  B. 

Cuyler,  T.  D. 

Disston,  W.  D. 
tFederal  Reserve  Bank 

Gimbel,  R. 

Gucker,  F.  T. 

Hall,  L. 

Harr,  L.  A. 

Hauff,  E.  G. 

Henderson,  W.  G. 

Hess,  H.  W. 

Hewitt,  W.  W. 
*Houston,  S.  F. 

Hucbner,  G.  G. 

Huebner,  S. 

Hulme,  T.   W. 

Johnson,  E.  R. 

Kelsey,  C. 

King,  C.  L. 

Lewis,  A.  G.  B. 

Lockwood,  .1. 
*Loucliheim,  S.  K. 

Lowry,  J.  C. 

McClellan,  W. 

Macfarlane,  C.  W. 

Macfarlane,  J.  J. 

Marx,  S.  J. 

Page,  H.  W. 
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*Patten,  S.  N. 

Patterson,  C.  S. 

Patterson,  E.  M. 

Patterson,  S.  H. 

Patterson,  T.  H.  H. 
tPennsvlvania,  University  of.  Library 

Perrin,  C.  C. 
fPhiladelphia  Free  Library 
tPhiladephia  Free  Library — Kingsesseng 

Branch 
fPhiladelphia       Free       Library — Spring 

Garden    Branch 
fPhiladelphia,  Library  Company  of 
fProvident  Life  and  Trust  Company 

Reed,  W.  G. 

Rein,  F.  E. 

Riegel,  R. 

Rosenbaum,  M. 

Rue,  F.  J. 

Russell,  C.  J. 

Sauter,  W.   F. 

Schluter,  W.  C. 

Scholz,  K.  W.  H. 

Sellers,  A. 

Serrill,  C.  L. 

Silver,  F.  L. 

Stockwell,  H.  G. 

Stout,  C.  F.  C. 

Taylor,  A.  E. 
fTemple  University 

Vogt,  P.  L. 

Walker,  S.  H. 

Wanamaker,  J. 

Welsh,  H.  S. 

Williams,  A.  H. 

Willits,  J.   H. 

Wills,  W.  M. 

Pittsburgh 

Brand,  C.  J. 

Brown,  C.  W. 
fCarnegie    Institute    of    Technology,    Li- 
brarian 
fCarnegie  Library,  Periodical  Division 

Converse,  P.  D. 

Crosgrave,  L.  M. 

Dreyfus,  E.  D. 

Eavenson,  H.  N. 

Evans,   G.   E. 

Flocken,  I.  G. 

Frick,  W.  E. 

Gailey,   S.    C. 

George,  W.  D. 

Gillman,  J.   M. 

Haller,  C.  T. 

Holdsworth,  J.  T. 

Jones,  M. 

Keppelmann,   E.   P. 


I>ewis,  J.  G. 
McKay,  M.  K. 
Mitchell,  W.   S. 
Murphey,  H.  K. 
fPittsburgh,  University   of 
Rossell,  R.  T. 
Turnbull,  T.,  Jr. 
Tyson,  F.  D. 
Vey,  C.  W. 
Vockel,  S.  M. 
Weil,  A.  L. 
Willock,  H.  H. 
Winter,  W.  J. 

Beading 
Bright,  S. 
Keppelman,  J.  A. 

Scranton 
Burke,  E. 

Semickley 
Tener,  K.  J. 

South  Bethlehem 
Stewart,  J.  L. 

State  College 
Boucke,   O.   F. 
Butt,  W.  E. 
Hasek,  C.  W. 
fPennsylvania  State  College 

Swarthmore 
Smith,  J.  R. 
fSvvarthmore  College  Library 
Urdahl,  T.  K. 

Towanda 
Little,  E.  L. 

Uniontown 
Hackney,  H.  E. 

Washington 
Janes,  G.  M. 
fWashington   and   Jefferson   College 

]Vest  Philadelphia 
fTakaku,  T. 

Wynnetaood 
Shelton,  H.  W. 

York 
Farquhar,  A.  B. 
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RHODE    ISLAND 

Bristol 
Bourn,  A.   O. 

Bristol  Ferry 
*Eddy,  S.  J. 

Newport 
*Wetmore,  G.  P. 

Providence 

Adams,  J.  P. 

Badger,  R.  E. 

Bancroft,  E.  C. 

Bliss,  Z.  W. 

Bliven,  G.  F. 

Bodell,  J.  J. 
t Brown  University  Library 

Burton,  E.  R. 

Flint,  D.  W. 

Foster,  W.   E. 

Gardner,  H.  B. 
jRliode  Island  State  Librarj' 

Thornley,  W.  H. 

Vaughan,  F.  L. 

SOUTH  CAROLINA 

Charleston 
Rhett,  R.  G.,  Jr. 

Cohimbia 
McCutchen,  G. 
tSouth  Carolina,  University  of,  Library 

Greenville 
tGreenville  Women's  College 
Pow,  J.  C. 

SOUTH  DAKOTA 

Aberdeen 
Swain,   W.  D. 

Brookings 
tSouth  Dakota  State  College  Library 

Mitchell 
fDakota  Wesleyan  University 

Pierre 
tSouth  Dakota  Free  Library  Commission 
tSouth  Dakota  Tax  Commission 

Vermillion 
tSouth  Dakota,  University  of.  Library 
Stockton,  F.  T. 
Tiffany,  B.  E. 


Yankton 
Warren,  H.  K. 

TENNESSEE 

Chattanooga 
Andrews,  C.  S. 
Brizzie,  J.  F. 
tChattanooga,  University  of 

Cookeville 
tTennessee   Polytechnic  Institute 

Kno.vville 
Allred,  C.  E. 
Glocker,  T.   W. 
jTennessee,  University  of 

Nashville 
Ault,  O.  C. 
tGeorge   Peabody   College   for  Teachers, 

Librarian 
Pitts,  J.  A. 
Sanders,  D.  L. 
Shelton,   H.  G. 
Smith,  E.  J. 

TEXAS 

Abilene 
Baker,  O.  E. 
Cooper,  O.  H. 

Austin 

Handman,  M.  S. 

Holden,  O.   F. 

Miller,  E.  T. 

Splawn,  W.  M.  W. 
tTexas,  University  of.  Library 
tTexas  State  Library 

Vinson,  R.  E. 

Winston,  A.  P. 

Wolfe,  A.  B. 

Camp  Travis 
Conger,  A.  L. 

College  Station 
Buechel,  F.  A. 
Clark,  F.   B. 
tTexas,     Agricultural     and     Mechanical 

College  of 
Whelpton,  P.  K. 
Youngblood,  B. 

Corsicana 
Woodrow,  M.  E. 
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Dallas 

Coke,  H.  C. 
tDallas    Public   Library 

Ilauhart,  W.   F. 
tSouthern  Methodist  University 

Galveston 

Calder,  R.  J. 
Patten,  F.  C. 

Houston 
Vinson,  W.  A. 

Huntsville 
tSani    Houston    Normal    Reading 

San  Antonio 
tCarnegie  Library 
Huston,  S.  A. 
Murdoch,  A.  E. 
Roach,  O.  A. 

Waco 
tBaylor  University  Library 

Waxahachie 
Hornbeak,  S.  L. 

Wichita  Falls 
tEwalt,  Parfet  &  Martlew 
Waggener,  J.  P. 

UTAH 

Logan 
Wanlass,  W.  L. 

Ogden  City 
Jenson,  D. 

Provo 
Swenson,  J.  C. 

Salt  Lake  City 
Beal,  T.  A. 
Fox,  F.  Y. 
Hogle,  J.  A. 
Thomas,  G. 
tUtah,  University  of,  Library 

Vernal 
O'Donnell,  T.  W. 


R  oom 


VERMONT 


Bennington 

Bolles,  A.  S. 
Holden,  A.  J. 


Burlington 
Groat,  G.  G. 
tVerniont,  University  of 

Middlebury 
tMiddlebury  College  Library 

Monlpelier 
tLegislative  Reference  Bureau 
tState  Tax  Commissioner 
tVermont  State  Library 

Proctor 
Higbee,  P.  W. 

VIRGINIA 

Blackshurg 
tVirginia    Polytechnic   Institute 

Charlottesville 
Page,  T.  W. 

Danville 
Watson,  J.  T. 

Ewory 
tEmory  and  Henry  College 

Konnarock 
Hassinger,  L.  C. 

Lexington 
Hancock,  G.  D. 
tTucker,  R.  H. 
tWashington  &  Lee  University 

Lynchburg 
Sheffey,  E.   F.,  II 

Newport  News 
Ferguson,  H.  L. 

Norfolk 
Caples,  M.  J. 

Richmond 

Bolton,  C.  E. 

Brown,  E.,  Jr. 
t Federal  Reserve  Bank 

Hodges,  L. 
fLife  Insurance  Company  of  Virginia 

Parker,  A.  K. 
fVirginla  State  Library 

Salem 
Newman,  A.  J. 
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South  Norfolk 
Blumberg,  I. 

Sweet  Briar 
tSweet  Briar  Institute 

University 

Snavely,  T.  R. 
fVirginia,   University   of,  Library 

WASHINGTON 

Pullman 
Cordell,  H.  W. 
Maynard,  H.  H. 
tWashington   State   College   Library 

Seattle 

Beck,  Mrs.  B.  C. 

Custis,  V. 

Frankenfield,  L. 

Gorham,  W.  H. 

Kibler,  T.  L. 

Leib,  K.  E. 

McGrath,  W.  H. 

McMahon,  T.  S. 

Miller,  S.  I. 

Moriarty,  W.  D. 

Preston,  H.   H. 

Robertson,  J.  P. 

Russell,  W.  A. 
tSeattle   Public  Library 

Skinner,  M.  M. 

Suzzallo,  H. 
tWashington,  University  of 

Spokane 
tSpokane  Public  Library 

Tacoma 
tTacoma   Public   Library 

Walla   Walla 
Titus,  C.   H. 
tWhitman  College  Library 

Wilbur 
Love,  C.  M.  N. 

WEST   VIRGINIA 

Buckhannon 
tWest  Virginia  Wesleyan  College  Read- 
ing Room 


Charleston 
fDepartment   of   Archives    and   History, 
Legislative  Reference  Bureau 

Huntington 
Vinson,  Z.  T. 

Institute 
tWest   Virginia   Collegiate   Institute 

Morgantotcn 
Dadisman,  A.  J. 
King,  B.  W. 
Rufener,  L.  A. 
Vlckers,  E.  H. 
tWest  Virginia  University  Library 

Parkersburg 
Tavenner,  G.  W.,  Jr. 

Wheeling 
Emsheimer,  A.  W. 
McCamic,  C. 
Paxton,  A.  B. 

WISCONSIN 

Apple  ton 
Rosebush,  J.  G. 
tLawrence  College 

Beloit 
Ballard,  L.  V. 
tBeloit  College  Library 
Cleveland,   W.   C. 

Eau  Claire 
Bauman,  J. 
Faast,  B.  F. 

Janesville 
Brown,  E.  T. 
Whitehead,  J.  M. 

La  Crosse 
Hood,  F. 

Madison 
Brooks,  C.  E. 
Case,  H.  C.  M. 
Commons,  J.  R. 
Elwell,  F.  H. 
Ely,  R.  T. 
Gardner,  E.  H. 
Gilman,  S.  W. 
Glaeser,  M.  G. 
Grimes,  W.  E. 
Haake,  A.  P. 
Halsey,  O.  S. 
Hess,  R.  H. 
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Hibbard,  B.  H. 
tlndustrial  Commission  of  Wisconsin 

Jerome,  H. 

Kiekhofer,  W.  H. 

Kolb,  J.  H. 

I^scohier,  D.  D. 

Lumpkin,  H.  H. 

McCracken,  H.  L. 

McKay,  J.  G. 

McNail,   P.   E. 

Macklin,  T. 
tMadison  Club,  The 

Mertzke,  A.  G. 

Miller,  S.  L. 

Odeirard,  S.   L. 

Ojrjr,  F.  A. 

Pelz,  V.  H. 

Perlman,  S. 

Rosenberry,  M.  B. 

Ross,  E.  A. 

Scott,   W.    A. 

Shine,  M.  L. 

Tang,  C.  T. 

Trumbower,  H.   R. 

Wehrwein,  G.  S. 
tWisconsin  Free  Library  Commission 
tWisconsin  Tax   Commission 
tWisconsin,  University  of,  Library 

Wisler,  W. 

Witte,  E.  E. 

Young,  E.  J. 

Zorbaugh,  G.  S.  M. 

Milwaukee 
Anderson,  G.  L. 
Belcher,  A.  E. 
Bradley,  H. 
Drath,  H.  H. 
Dudley,  A.  S. 


Guenther,  H.  F. 
Kcays,   E.   M. 
Kennan,  K.  K. 
Lines,  G. 
Miller,  G.  P. 

tMilwaukee  Public  Library 
Olson,  L.  H. 
Scrimshaw,   S. 
Staples,  F.  S. 
Strohmeyer,  G.  W. 

Neenah. 
Shattuck,  S.   F. 

N<xc  London 
Hatton,  W.  H. 

Oshkosh 
Buckstaff,  G.  A. 
Clow,  F.  R. 

PlaUeviUe 
Wilgus,  J.  A. 

Racine 
Thompson,  W.  D. 

Ilipon 
Fehlandt,  A.   F. 

Waukenha 
Abels,  M.  H. 

WYOMING 

Cheyenne 
Godfrey,  P. 

Laramie 
fWyoming,  University  of.  Library 


Canada 


Brandon,  Man. 
Logan,  H.  A. 

Calgary,  Alta. 
Boyd,  T.  C. 
Hindsley,  N. 

Carnduff,  Sask. 
Brereton,  T.  C. 

Edmonton,  Alta. 
t  Alberta,   University  of,  Library 

Guy,  A.  E. 

MacGibbon,  D.  A. 
fProvincial  Library 

Fredericton,  N.  B. 
Keirstead,  W.  C. 


Halifax,  N.  8. 
Hunt,  B.  C. 

Kingston,  Ont. 
Mackintosh,  W.  A. 
tQueens  University,  Library  of 
Skelton,  O.  D. 

Montreal,  Que. 

Bell,  R.  D. 

Cahan,  C.   H. 
fEcole  des  Hautes  Etudes  Commerciales 

Hemmeon,  J.  C. 

Leacock,  S. 
fMcGill  University  Library 

Turn  bull,  J. 

Wood,  H.  R. 
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Ottawa,  Ont. 

Borden,   R.   L. 

Coats,  R.  H. 

Cudmore,  S.  A. 
jDepartment  of  Labour 

Horning,  F.  J. 
♦lies,  G. 

tinternational  Institute  Branch 
tLibrary  of  Parliament 

Mclyean,   S.   J. 

Marshall,  H. 

Shortt,  A. 

Staples,  M.  H. 

Stewart,  B.  M. 
tSupt.  of  Natural  Resources,  Intelligence 
Branch 

Regina,  Sask. 
tLegislative  Library 
tSaskatchewan      Cooperative      Elevator 

Company 

Saskatoon,  Sask. 
Maclean,  D. 
tSaskatchewan,  University  of 
Swanson,  W.  W. 

Sherbrooke,  Que. 
Goodhue,  H.  E. 
Patterson,  L.  S. 

St.  Catharines^  Ont. 
Swindley,  H. 

St.  John,  N.  B. 
Sealv,  J. 


St.  Lambert,  Que. 
Sandwell,  B.  K. 

Toronto,  Ont. 

Frame,  S.  J. 

Jackman,  W.  T. 

Locke,  G.  H. 

Maclver,  R.   M. 

Matthews,  W.  O. 

Morson,  W.   R. 
tOntario  Legislative  Library 
fToronlo,  University  of,  Library 

Williamson,  R. 

Vancouver,  B.  C. 
Boggs,  T.  H. 
tBritish    Columbia,    University    of.    Li- 
brary 
tCarnegie  Public  Library  . 
Maddock,  W.  H. 
Ross,  E.  B. 
Sylvester,  F.  M. 

Victoria,  B.  C. 
tProvincial  Library 

Winnipeg,  Man. 

Benton,  A.   H. 

Gaillard,  A.  J. 

Lambert,  N.  P. 

MacLean,  J.  A. 
tManitoba  Agricultural  College,  Library 

Provincial   Library,   The   Librarian 

Sinclair,  J.   B. 
tManitoba,  University  of.  Library 

Wolfville,  N.  S. 
Balcom,  A.  B. 


Other  Couxtries 


CENTRAL  AMERICA 

San  Jose,  Costa  Rica 
Keith,  J.  M. 

MEXICO 

Mexico  City 
Armond-Delille,  M. 

SOUTH  AMERICA 

Buenos  Aires,  Argentina 
tAnastasi,  L. 

tFacultad  de  Ciencias  Economical 
Shaw,  A.  E. 
tUriburn,  E. 


Callao,  Peru 
Arrus,  O.  F. 

Cuzco,  Peru 
Giesecke,  A.  A. 

Lima,  Peru 
Villaran,  M.  V. 

Quito,  Ecuador 
Borja,  A.  P. 

Rie  de  Janeiro,  Brazil 
Downs,  W.   C. 

Santiago,  Chile 
Subercaseaux,  G. 
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AUSTRALIA 

Adelaide 
tPubllc  Library,  The 
fUniversity  Library 

Melbourne 

fCommissioner,  Federal  Taxation  De- 
partment, The 

fComptroller  General,  Trade  &  Customs 
Department 

fLibrarian  of  the  Commonwealth  Parlia- 
ment 

tState  Parliamentary  Library 

fVictoria,  The  Public  Library  of 

Sydney 
tNew   South   Wales,    Public    Library   of 
tThe    Publicity    and     Research    Officer, 

Dept.  of  The  Honourable  The  Premier 
fThe  University  Library 


AUSTRIA 


Vienna 
tWieser,  F.  von 


BELGIUM 

Antwerp 
fLefever,  Pere 

Brunsels 
fLibrairie  Falk  Fils 

CHINA 

Amoy 

Chen,  C. 

Kuo,  C.  T. 
fTsui-Ing,  T. 
tTung  Wen  Institute 

Canton 
fCanton  Christian  College  Library 
Suen,  C.  H.  T. 

Changchun 
tChangchun  Chamber  of  Commerce 

Changsha 
tHarvey,  E.  D. 

D  air  en 
tLibrary,    The    South    Manchuria    Rail- 
way Company 

Hengchow 
Derr,  C.  H. 


Hong  Kong 
Jue,  J.  H. 

Nanking 
tGovernment  Teachers  College 
Yang,  C. 

Peking 
tCustoms  College  Library,  The 

Hugh,  Y.  T. 
t Peking  Law  School 

Tayler,  J.  B. 
tToi,   L.   S. 
fThe    Librarian,   Tsing   Hua   College 

AVei,  T.  S. 

Shanghai 
tChang,  T.  S. 
tChao,  C.  K. 

Chen,  H. 

Chu,  C. 

Ho,  Y. 

Huang,  K. 
fKrisel,  A. 

Lee,  F.  E. 

Lee,  T.   F. 

tLow  Library,  St.  John's  University 
fNational  College 
t Peking  Law  School 

Sakamoto,  J.  G. 

Santo,  H. 
fShanghai  College  of  Commerce 
tWong,  Y.  W. 

Tientsin 
fNankai  College  Library 
Plan,  C.  H. 
Tsang,  K.  S. 

CUBA 

Havana 
tCamara  De  Representates  Biblioteca 
Cancio,  L. 
Lamadrid,  L. 


ENGLAND 


Cambridge 
tBowes  &  Bowes 
*Keynes,  J.  N. 
^Marshall,   A. 
tPigou,  A.  C. 

Liverpool 
Dewsnup,  E.  R. 
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London 

Barker,  D.  A. 

Bickerdike,  C.  F. 
tBirrell  &  Garnett 

Butler,  E. 

Davies,  A.  E. 

Everett,  H. 

Hutchinson,  L. 
jLibrarian,  The,  Barnett  House 

Mashiko,  S. 
tMitroflF,  V. 
tMudies  Select  Library,  Ltd. 

Percj',  The  Lord  Eustace 
tPrincipal,     The,     Intelligence     Branch, 
Custom  House 

Putnam,  G.  E. 

Rockey,  K.   H. 
tRusslan  Trade  Delegation 
tSato,  K. 

Seko,  K. 
tStevens,  B.  F.  &  Brown 

Manchester 
Clay,  H. 
jCornish,  J.   E.,  Ltd. 

Oxford 
Cannan,  E. 
iEdgeworth,  F.  Y. 
Spruill,  C.  P. 

FINLAND 

Helsingfors 
fAkademiska  Bokhandeln 

FRANCE 

Paris 
tAmerican  Library  Association 

Aukl,  G.  P. 
tBibliotheque  et  Musee  de  la  Guerre 
tChef      du      Service      d'Information      et 
Etudes    Economiques    et    Financieres 

Conner,  B.   H. 

Einzig,  P. 
:Gide,  C. 
iGuyot,  Y. 

Knott,  S. 

Levy,  R.  G. 

Parodi,  H. 

Thackara,  A.  M. 

Rabodanges 
♦White,  J.  L. 

Versailles 
i^Rist,  C. 


GERMANY 
Berlin 
fAsher,  A.  &  Co. 
Goldsmith,  M.  L. 
Jeidels,  O. 

tLessing   Buchhandlung 
tPreussiche   Staatsbibliothek 

Gottingen 
fUniversity  Library 

Hamburg 

tCommerzbibliothek   Hamburg 

Munich 
fBibliothek    Handelshochschule 

HOLLAND 

Amsterdam 
tRobbers,  J.  G. 

Gronlngen 
IN.  V.  de  Noord   Ned.   Bockhandeln 

Leiden 
fvan  Doesburgh,  S.  C. 

Rotterdam 
fBibliothek  der  Nederlandsche  Handels- 
Hoogschool 

S'  Gravenhage 
tNijhoff,  M. 

INDIA 

Allahabad 
Jevons,  H.   S. 

Bangalore 

tDeputy  Director  of  Commerce  and  Sta- 
tistics 

Benares 
t Hindu  University  Library 

Bombay 
tDirector,  The,  Labour  Office 
tLibrarian,  The  University  Library 
Doraiswami,  S.  V. 

Calcutta 
tCalcutta  University  Library 
flmperial  Library 
tPrincipal,  Presidency  College 
tRegistrar,  The  Government  of  India 
tSuperintendent,     Department     of     Sta- 
tistics 
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Dacca 
tDacca  University 

Delhi 
tSecretary,  Department  of  Industries 

Fort  Bombay 
tWakabayashi,  E. 

Hyderabad 
jPrincipal,  Osmania  Training  College 

Lahore 

Lai,  Manohar 
fPrincipal,  Sanatana   Dharma   College 
tPunjab  University  Library 

Rai,  A. 

Mysore 
tMysore   University   Library 
Subba  Rao,  N.  S. 

Rumna,  Dacca 
Williams,  T.  T. 


Hokkaido 

tLibrary  of  Hokkaido,  Imperial  LTniver- 
sity 

Kamakura 
Mikami,  Y. 

Kanagawa-K  en 
Odate,   G. 

Kobe 
tishida,  I. 

jKobe  Zeikan  Keika,  The 
tKodera,  Y. 
fShogyo  Kenkyusho,  The 

Kure  City 
Muto,  S. 

Kyoto 
tDoshisha  University,  The,  "Hogakubu" 
timai,  S. 
jKyoto    Imperial    University,    Dept.    of 

Economics 


Nade 


Trivandrum 
tThe  Principal,  H.  H.,  The  Maharajah's       ^^oizumi,  S. 
College 


ITALY 

Genoa 
jBiblioteca  Universitaria 
tistituto    Superiore    di    Studi    Conuner- 

ciali 

Milan 
tEconomato  Casja  di  Risparmo 

Rome 
tConfederazione  generale  dell'  Industria 

Italiana 
fMaglione  &  Strini 
JPantaleoni,  M. 

Turin 
fLaboratorio  Economica  Politica 
tSpett    Istituto    Superiore    Studi    Com- 

merciali 
tSpett  Laboratorio  d'Economia   Politica 

JAPAN 

Chosen 
tBank  of  Chosen,  The 

Fukuokaken 
flmperial  Steel  Works 


Nagano 
tNaganoken-Naimubu-Kaikeika 

Nagasaki 
fNagasaki   Higher  Commercial  School 

Nagoya 
fNagoya   Higher   Commercial   School 

Nakano 
*Fukuda,  T. 

Ogasawara 
tShintani,  J. 

Osaka 
tGinko   Gyomu   Kenkyushitsu,   The 
flijima,  M. 

tOhara   Shakaimondai   Kenkusho,  The 
tOsaka  Asahi  Shinbunshi,  The 
tOsaka  City   Higher  Commercial   School 
tOsaka  Shogyo  Kaigisho,  The 
Satoh,   K. 

Taiwan 
fEnsuiko-Seito-Kaisha 
tTaiwan  Higher  Commercial  School 
tTaiwan-Sotokufu-Bunshoka     (Governor 

General  of  Taiwan) 


Geographical  Index 
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Tokyo 
fAburagi,  H. 

tBank  of  Japan   (Lib.  M.) 
tBoyeki-Tsuho 

tDaido   International   Book   Store 
tEast    Asiatic    Economic     Investigation 
Bureau,    South    Manchuria    Railway 
Company 
tFinancial    Bureau,    Dept.    of    Financial 
Affairs 

Fujimoto,  K. 
tFujita,  T. 

tGaimusho-Rinji-Chosabu 
tGettelman,  V.F. 

Hamaoka,  I. 

Hara,  K. 
•Hijikata,  S. 
tHorlye,  K. 
timperial  Library 

Ishige,  T. 
tKeiogijuku,  Library 

Kinosita,  Y. 
tKono,   H. 
tKushida,  "T. 
fKyocho-Kai,    The 
fMaezawa,  T. 
fMatsudaira,  Y. 
tMitsui  Ginko,  The,  "Chosaka" 

Mourasse,  H. 

Nakagawa,   S. 
tXegoro,  Mr. 

fXippon-Yusen-Kalsha,   The 
tNoriyosha,  O. 
tNoshomu    (Rodo) 
tNoshomu   (Shlryo) 
tOhara-Shakai-Mondai-Kenkyujo 
tOkami,   S. 

Ono,  Y. 

Sano,  Z. 
tSasaki,  Y. 

tSenbai-Kyoku   (Monopoly  Bureau) 
tShirokiya  Department  Store 

Sogo,  S. 
tSono,  K. 

Takei,  D. 
TTakemura,  K. 

tTeishinsho-Bunshoka    (Kansatsu) 
tTeishinsho-Kan'i-Hoken-Kyoku    (The 

Post  Insurance  Bureau) 
jTetsudoin-Bunshoka 
tTokyo   Bankers'   Association 
tTokyo  Foreign  Language  School 
tTokyo  Higher  Commercial  School 
tTokyo   Imperial  University 
tTokyoshi-Shakai-Kyoku 
tToshokan,  The,   Meiji-Daigaku 
tToyo-Takushoku-Kaisha  "Chosaka" 

Uchiike,  R. 


tWaseda  University  Library 

Watanuki,  T. 
tYamashita  Gomel  Kalsha,  Chosaka 

Uyeda 
Hayakawa,  N. 

Yokohama 
Awoki,  T. 
Chosaka,  The 
Soda,  K. 
tTeikoku-Sanshi-Kumiai 

LITHUANIA 

Kaunas 
tLietuvos  Steigiamojo  Seimo  Knygynui 
tStrimaitis,  J.  S. 

NEW  ZEALAND 

Christchurch 
Hight,  J. 

Wellington 
tDepartment  of  Industries  &  Commerce 
tGovernment  Statistician 

Ilott,  J.  M.  A. 

Murphy,  B.  E. 
tWhitcomb  &  Tombs,  Ltd. 

Williams,  D.  O. 

Wood,  D.   R. 

NORWAY 

Kristiana 
tCammermeyers  Boghandel,  K.  J.  G. 
tDet  Statistiske  Centralbyroa  Biblioteket 

Eriksen,  J. 
tStorthingets  Bibliothek 

PHILIPPINE   ISLANDS 

Manila 

Benitez,  C. 
tBureau  of  Internal  Revenue 
tEscaler,  J. 

Fabella,  V. 

Hilario,  J.  M. 

See,  C.  S. 
tPhilippine  Library  and  Museum 
tPhilippines,  University  of,  Library 

Pagsanjan,  Laguna 
Lavadia,  P.  C. 
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PORTUGAL 

Coimbra 
fBibliotheque  de  la  Faculte  de  Droit 

SCOTLAND 

Aberdeen 
tWyllie,  D.  &  Son 

SOUTH  AFRICA 

Stellenbosch 
fDarter  Bros.  &  Co. 

Transvaal 
fEconomics     Library,     The     University 
College 

SPAIN 

fCamara  Oficial  de  Comercio 
tUniversidad  El  Escorial 

STRAITS  SETTLEMENTS 

Singapore 
fChinese  High  School,  The 
Sato,  S. 


SUMATRA 


SWEDEN 

Lund 
fMoller,  H. 

Stockholm 

fAktiebolaget  Nordiska  Bokhandeln 

Bagge,  G.  A. 
fCentralforbundet  for  Socialt  Arbete 

Ekvall,  W. 
fKgl.    KomerskoUegium,    Uppl.    Sektion 


SWITZERLAND 

Geneva 
fBibliotheque   Publique   et   Universitaire 
Meeker,  R. 

Valavran,  near  Geneva 
Rappard,  W.  E. 

Zurich 
Escher,  W.  C. 


TASMANIA 


Deli 
Hsun,  C.  T. 


Hobart 
Copland,  D.  B, 


/ol 
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PUBLICATIONS   OF  THE  AMER- 
ICAN   ECONOMIC   ASSOCIATION 


1922 


Publications  of  the  American  Economic  Association 

FIRST  SERIES 

Any  volume  of  the  First  Seriex  in  paper,  $.'f.OO.  A  special  price  will  be  made  for 
the  Series. 

*N'umbers  starred  are  sold  only  with  the  set;  the  supply  of  those  doubled  starred 
is  exhausted.     For  information  apply  to  the  Secretary. 

Volume  I,  1886 

Price  in  paper 

1.     Report  of  Organization  of  the  American  Economic  Association.     Pp.  46.  $  .60 

2-3.     **Relation   of   the   Modern   Municipality   to   the   Gas   Supply.     By   E.  J. 

James.     Pp.  66.  .75 

4.  Cooperation  in  a  Western  City.     By  Alhert  Shaw.     Pp.  106.  .75 

5.  Cooperation  in  New  England.     By  E.  W.  Bemis.     Pp.  136.  .75 

6.  **R elation  of  the  State  to  Industrial  Action.     By  H.  C.  Adams.     Pp.  85.  .75 

Volume  II,  1887 

1.  Three  Phases  of  Cooperation  in  the  West.     By  Amos  G.  Warner.     Pp.  119.       .75 

2.  Historical  Sketch  of  the  Finances  of  Pennsylvania.     Bv  T.  K.  Worthington. 

Pp.  106.  '  ■  .75 

3.  The  Railway  Question.     By  Edmund  J.  James.     Pp.  68.  .75 

4.  Early  History  of  the  English  Woolen  Industry.     By  W.  J.  Ashley.     Pp.  85.  .75 

5.  Mediaeyal  Guilds  of  England.     By  E.  R.  A.  Seligriian.     Pp.  113.  .75 

6.  Relation    of    Modern    Municipalities    to    Quasi-Public    Works.     By    H.    C. 

Adams  and  others.     Pp.  87.  .75 

Volume   III,   1888 

1.  Statistics  in  College,  by  C.  D.  Wright;  Sociology  and  Political  Economy, 

F.  H.  Giddings;  The  Legal-Tender  Decisions,"by  E.  J.  James.     Pp.  80.       .75 

2.  Capital  and  Its  Earnings.     By  John  B.  Clark.     Pp."  69.  .75 

3.  The  Manual  Laboring  Class,  "by  F.  A.  Walker,  Mine  Labor  in  the  Hocking 

Valley,   by    E.    W.    Bemis;    Report    of    the    Second    Annual    Meeting. 

Pp.  86.      ■  .75 

4-5.     **Statistics  and  Economics.     By  Richmond  Mayo-Smith.     Pp.  127.  1.00 

6.     The  Stability  of  Prices.     By  Simon  N.  Patten.     Pp  .64.  .76 

Volume  IV,  1889 

1.  Contributions   to   the   Wages   Question:   The   Theory   of   Wages,   by   Stuart 

Wood;  Possibility  of  a  Scientific  Law  of  Wages,  by  J.  B.  Clark.     Pp. 

69.  '  .75 

2.  Socialism  in  England.     By  Sidney  Webb.     Pp.  73.  .75 
8.     Road  Legislation  for  the  American  State.     By  J.  W.  Jenks.     Pp.  83.  .75 

4.  Third  Annual  Meeting:  Report  of  the  Proceedings.     Pp.  123.  .75 

5.  Malthus  and  Ricardo,  by  S.  N.  Patten;  The  Study  of  Statistics,  by  D.  R. 

Dewey;  Analysis  in"  Political  Economy,  by  W.  W.  Folwell.     Pp.  69.  .75 

6.  An  Honest  Dollar.     By  E.  Benjamin  Andrews.     Pp.  50.  .50 

Volume  V,  1890 

1.  The  Industrial  Transition  in  Japan.     By  Yeijiro  Ono.     Pp.  122.  1.00 

2.  Two  Essays  on  Child-Labor.  By  W.  F.  Willoughby  and  Clare  de  Grafifenried. 

Pp.  150.                                                               ""      "  .76 

8-4.     Papers  on  the  Canal  Question.     By  E.  J.  James  and  L.  M.  Haupt.  Pp.  85.  1.00 

5.  History  of  the  New  York  Property  Tax.     By  J.  C.  Schwab.     Pp.  108.  1.00 

6.  The  Educational  Value  of  Political  Economy.     By  S.  N.  Patten.     Pp.  36.  .75 

Volume  VI,  1891 

1-2.     Fourth  Annual  Meeting:  Reports,  Papers,  Discussions.  1.00 

8.     Government  Forestry.     Papers  by  Pinchot,  Bowers,  and  Fernow.  Pp.  102.  .75 

4-5.     Municipal  Ownership  of  Gas  in'the  U.  S.     By  E.  W.  Bemis.     Pp.  185.  1.00 

6.     State  Railroad  Commissions.     By  F.  C.  Clark.     Pp.  110.  .75 

Volume  VII,  1892 
1.     *The  Silver  Situation  in  the  United  States.     By  F.  W.  Taussig.     Pp.  118.  .75 

2-3.     **Shifting  and  Incidence  of  Taxation.     By  E.  R.  A.  Seligman.     Pp.  424 

(Revised).  2.00 

4-5.     Sinking  Funds.     By  Edward  A.  Ross.     Pp.  106.  1.00 

6.     The  Reciprocity  Treaty  with  Canada  of  1854.     By  F.  E.  Haynes.     Pp.  70.         .75 
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Volume  VIII,  1893 

1.     Fifth  Annual  Mcetinp::  Report  of  the  Proceedings.     Pp.  130.  T5 

f^-     J?""":'"^'  °{  *''^  P""'"  '"  American  Cities.     Bv  M.  T.  Reynolds.     Pp.  132.  LOO 

4-5.     Public  Assistance  of  the  Poor  in  France.     Bv  E.  G.  Balch.     Pp.  180  100 

6.     First  Stages  of  the  Tariff  Policy  of  the  U.  S.     By  William  Hill.     Pp.  162.  l.'oo 

Volume  IX,  1894 
Sixth  Annual  Meeting:  Hand-Book  and  Report.     Pp.  73.  .50 

1-2.     Progressive  Taxation  in  Theory  and  Practice.     Bv  Edwin  R.  A    Selleman 

Pp.  222.     (See  1908,  No.  I,.)  '  1  00 

8.     The  Theory  of  Transportation.     By  C.  H.  Coolev.     Pp.  148.  ^7.5 

4.     Sir  William  Petty.     By  Wilson  Llovd  Bevan.     Pp.  102.  .75 

5-6.     Papers  on  Labor  Problems.     Bv  j.  B.  Clark,  C.  D.  Wright,  D.  R.  Dewev, 

A.  T.  Hadley,  and  J.  G.  Brooks.     Pp.  94.  '       .75 

Volume  X,  1895 
Seventh  Annual   Meeting:   Hand-Book  and  Report.     Pp.   138.  ..50 

1-3.     The    Canadian    Banking    System,    1817-1890.     By    R.    M.    Breckenridee. 

Pp.478.  '  ^      1.50 

4.     Poor  Laws  of  Massachusetts  and  New  York.     By  John  Cummings.    Pp.  136.      .75 
5-6.     Letters  of  Ricardo  to  McCulloch,  1816-1823.   'Edited  by  J.  H.  Hollander. 

Pp.  204.     (In  Cloth,  $1.7-i)  1.25 

Volume  XI,  1896 
1-3.     Race  Traits  and  Tendencies  of  the  American  Negro.     By  F.  L.  Hoffman. 

Pp.  .330.  1.25 

4.     Appreciation  and  Interest.     Bv  Irving  Fisher.     Pp.  110.  .75 

•General  Index  to  Volumes  I-*XI  (1886-1896).  .25 


ECONOMIC  STUDIES 
Price  of  the  Economic  Studies  $2.50  per  volume  in  paper. 

■    Volume  I,  1896 
Eighth  Annual  Meeting:  Hand-Book  and  Report.     Pp.  178.  .50 

1.  The  Theory  of  Economic  Progress,  by  J.  B.  Clark;  The  Relation  of  Changes 

in    the    Volume   of   the    Currency    to    Prosperity.     By    F.    A.    Walker. 
Pp.  46.  '  .50 

2.  The  Ad.justment  of  Wages  to  Efficiency.     Three  Papers:  Gain  Sharing,  by 

H.   R.  Towne;   The   Premium   Plan,  bv   F.   A.    Halsey;   A   Piece-Rate 
System,  bv  F.  W.  Tavlor.     Pp.  83.        '  .50 

3.  The  Populist  Movement.     By  Frank  L.  McVey.     Pp.  81.  .50 

4.  The  Present  Monetary  Situation.     By  W.  Lexis.     Translated  by  John  Cum- 

mings.    Pp.  72.  "  .50 

5-6.     The  Street  Railway  Problem  in  Cleveland.     By  W.  R.  Hopkins.     Pp.  94.        .75 

Volume  II,  1897 

Ninth  Annual  Meeting:  Hand-Book  and  Report.     Pp.  162.  .60 

1.  Economics   and  Jurisprudence.     Bv   Henry   C.  Adams.     Pp.   48.  ,60 

2.  The  Saloon  Question  in  Chicago.     By  John"  E.  George.     Pp.  62.  .50 

3.  The  General  Property  Tax  in  Callfo'rnia.     By  C.  C.  Plehn.     Pp.  88.  .50 

4.  Area  and  Population  of  the  United  States  at  the  Eleventh  Census.     By  W.  F. 

Willcox.     Pp.  60.  -50 

5.  A  Discussion  Concerning  the  Currencies  of  the  British  Plantations  in  Am- 

erica, etc.     Bv  William  Douglass.     Edited  by  C.  J.  Bullock.     Pp.  228.       .50 

6.  Density    and    Distribution    of    Population    in    the    United    States    at    the 

Eleventh  Census.     By  W.  F.  Willcox.     Pp.  79.  ,  -60 

Volume  III,  1898 
Tenth  Annual  Meeting:  Hand-Book  and  Report.     Pp.  136. 

1.  Government  by  Injunction.     By  William  H.  Dunbar.     Pp.  44. 

2.  Economic  Aspects' of  Railroad  Receiverships.     By  H.  H.  Swain.     Pp.  118. 

3.  The  Ohio  Tax  Inquisitor  Law.     Bv  T.  N.  Carver.     Pp.  50.  .50 

4.  The  American  Federation  of  Labor.     By  Morton  A.  Aldrich.     Pp.  54.  .50 

5.  Housing  of  the  Working  People  in  Yonkers.     By  E.  L.  Bogart.     Pp.  82.  .50 

6.  The    State    Purchase    of    Railways    in    Switzerland.     By    Horace    Michelle ; 

translated  bv  John  Cummings.     Pp.  72.  -oO 


.50 
.50 
.50 
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Volume  IV,  1899 

Eleventh  Annual  Meetinfr:   Hand-Book  and  Report.     Pp.   126.  .50 

1.  I.    Economics    and    Politics.     Bv    A.    T.    Hadley.     II.    Report   on    Currency 

Reform.     III.   Report  on   the   Twelfth   Census.     Pp.   70.  .50 

2.  Personal  Competition.     By  Charles  H.  Coolev.     Pp.  104.  .50 

3.  Economics  as  a  School  Study.  By  F.  R.  Clow.  Pp.  72.  .50 
4-5.  The  English  Income  Tax.  *  By  J.  A.  Hill.  Pp.  1C2.  1.00 
6.     (and  last).     Effects   of   Recent   Changes    in    Montarv   Standards  upon    the 

Distribution  of  Wealth.     By  F.  S.  Kinder.     Pp.'  91.  .50 


NEW  SERIES 


1.  The  Cotton  Industry.     By  M.  B.  Hammond.     Pp.  382.     (In  cloth  ^2.00)  1.50 

2.  Scope    and    Method    of    the    Twelfth    Census.     Critical    discussion    by    over 

twenty  statistical  experts.     Pp.  625.      {In  cloth  -$2.50)  2.00 


THIRD   SERIES 


Note. — During  1896-1  f^90  the  Association  issued  its  publication  in  two  series,  viz.: 
the  bimonthhi  Economic  Studies,  and  the  "New  Series"  of  larger  monographs 
printed  at  irregular  intervals.  In  1900  it  reverted  to  the  policy  of  issuing  its 
monographs,  now  called  the  "Third  Series"  of  the  publications  at  quarterly  intervals. 

Price  per  volume  ^4-00.     A  special  rate  will  be  made  to  libraries  on  application. 

Volume  I,  1900 

1.  Twelfth    Annual    Meeting:     Papers    on    Economic    Theory    and    Political 

Morality;  Trusts;  Railroad  Problems;  Public  Finance;  Consumers' 
League;  Twelfth  Census.     Pp.  186.  1.00 

2.  The  End  of  Villainage  in  England.     By  T.  W.  Page.     Pp.  99.  1.00 

3.  Essays  in  Colonial  Finance.     By  members  of  the  Association.     Pp.  303.  1.50 

4.  Currency  and  Banking  in  the  Province  of  Massachusetts  Bay.     By  A.  McF. 

Davis.  Part  I:  Currency.  Pp.  464  +  19  photogravure  plates.  (7n 
cloth  $2.00.)  '  1.75 

Volume  II,  1901 

1.  'Thirteenth  Annual  Meeting:     Papers  on  Competition;  Commercial  Educa- 

tion; Economic  Theory;  Taxation  of  Quasi-public  Corporations;  Muni- 
cipal Accounts.     Pp.  300.  1.25 

2.  Currency  and  Banking.     By   A.  McF.  Davis.     Part  II:  Banking.     Pp.  341 

-h  18  photogravure  plates.      {In  cloth  $2.00)  1.75 

3.  Tlieorv   of   Value  before   Adam   Smith.     By   Hannah   R.   Sewall.     Pp.    132.  1.00 

4.  Administration  of  City   Finances   in  the  U.  S.     By   F.   R.   Clow.     Pp.   144.  1.00 

Volume  III,  1902 

1.  Fourteenth   Annual    Meeting:     Papers    on   International    Trade;    Industrial 

Policy;  Public  Finance;  Protective  Tariff;  Negro  Problem;  Arbitration 
of  I^abor  Disputes  in  Coal  Mining  Industry;  Porto  Rican  Finance; 
Economic  History.     Pp.  400.  '  1.50 

2.  **The  Negro  in  Africa  and  America.     By  Joseph  A.  Tillinghast.     Pp.  240.  1.25 

3.  Taxation  in  New  Hampshire.     By  M.  H.  Robinson.     Pp.  232.  1.25 

4.  Rent  in  Modern  Economic  Theory.     By  Alvin  S.  Johnson.     Pp.  136.  .75 

Volume  IV,  1903 

1.  Fifteenth    Annual    Meeting:     Papers    and    Discussions    on    Economics    and 

Social  Progress.  Trade  Unions  and  the  Open  Shop;  Railway  Regu- 
lation; Theory  of  Wages;  Theory  of  Rent;  Oriental  Currency  Problem. 
Pp.  298.  1.25 

2.  Ethnic  Factors  in  the  Population  of  Boston.     By  F.  A.  Bushee.     Pp.  171.        1.00 

3.  History  of  Contract  Labor  in  the  Hawaiian  Islands.     By  Katherine  Coman. 

Pp.  74.  .75 

4.  *The  Income  Tax  in  the  Commonwealth  of  the   United  States.     By  Delos 

O.  Kinsman.     Pp.  134.  1.00 
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Volume  V,  1904 
Sixteenth  Annual  Meeting.     Papers  and  Proceedings  published  in  two  parts 

1.  Part   I— Papers   and  Discussions   on   Southern   Agricultural   and   Industrial 

Problems;  Social  Aspects  of  Economic  Law;  Relations  Between  Rent 
and   Interest.     Pp.  240.  2  00 

Southern  Economic  Problems.     Reprinted  from  part  I.  ^.50 

Relations    Between    Rent   and   Interest.     By    Frank    A.    Fetter    and    others. 

Reprinted  from  part  I.  "  50 

2.  Part  II— Papers  and  Discussions  on  The  Management  of  the  Surplus  Re- 

serve; Theory  of  Loan  Credit  in  Relation  to  Corporation  Economics; 
State  Taxation  of  Interstate  Commerce;  Trusts;  Theory  of  Social 
Causation.  j  qq 

Theory  of  Social  Causation.     By  Frank  H.  Giddings  and  others.     Reprinted 

from  part  II.  50 

3.  Monopolistic    Combinations    in    the    German    Coal    Industry.     Bv    Francis 

Walker.     Pp.  340.  '  '  1.25 

4.  The  Influence  of  Farm   Machinery  on  Production  and  Labor.     By   Hadley 

Wlnfield  Quaintance.     Pp.  lib.  '  '      .7.5 

Volume  VI,  1905 
Seventeenth    Annual    Meeting.     Papers   and    Proceedings    published    in   two 
parts. 

1.  Part  I — Papers  and  Discussions  on  the  Doctrine  of  Free  Trade;  Theory  of 

Prices;  Theory  of  Money;  Open  Shop  or  Closed  Shop.     Pp.  22(3.  1.00 

2.  Part    II. — Papers    and    Discussions    on    Government    Interference   with    In- 

dustrial Combinations;  Regulation  of  Railway  Rates;  Taxation  of  Rail- 
ways; Preferential  Tariffs  and  Reciprocity;  Inclosure  Movement; 
Economic  Historv  of  the  United  States.     Pp.  270.  1.00 

3.  **The  Historv  and  Theory  of  Shipping  Sudsidies.     By  R.  Meeker.     Pp.  230.  1.00 

4.  Factory  Legislation  in  the  State  of  New  York.     By  F.  R.  Falrchild.  Pp.  218.  I.OO 

Volume  VII,  1906 

1.  Eighteenth    Annual    Meeting:     Papers    and    Discussions    on    The    Love    of 

Wealth  and  the  Public  Service;  Theory  of  Distribution;  Government 
Regulation  of  Railway  Rates;  Municipal  Ownership;  Labor  Disputes; 
The  Economic  Future  of  the  Negro.     Pp.  325.  1.00 

2.  Railroad  Rate  Control.     By  H.  S.  Smalley.     Pp.  147.  1.00 

3.  On    Collective    Phenomena    and    the    Scientific    Value    of    Statistical    Data. 

Bv  E.  G.  F.  Grvzanovski.     Pp.  48.  .75 

Hand-Book  of  the  Association,  1906.     Pp.  48.  .25 

4.  The  Taxation  of  the  Gross  Receipts  of  Railways  in  Wisconsin.     By  G.   E. 

Snider.     Pp.  138.  100 

Volume  VIII,  190T 

1.  Nineteenth   Annual    Meeting:     Papers    and   Discussions    on    Modern    Stand- 

ards of  Business  Honor;  Wages  as  Determined  by  Arbitration;  Com- 
mercial Education;  Money  and  Banking;  Western  Civilization  and  Birth 
Rate ;  Economic  Historv ;'  Government  Regulation  of  Insurance ;  Trusts 
and  Tariff;  Child  Labor.     Pp.  268.  1-00 

2.  Historical   Sketch   of   the    Finances   and   Fnancial   Policy   of   Massachusetts 

from  1780  to  1905.     Bv  C.  J.  Bullock.     Pp.  144.  1.00 

Hand-Book  of  the  Association,  1907.     Pp.  50.  .25 

3.  The  Labor  Legislation  of  Connecticut.     By  Alba  M.  Edwards.  Pp.  322.       1.00 

4.  The  Growth  of  Large  Fortunes.     By  G.  P.  Watkins.     Pp.  170.  1.00 

Volume  IX,  1908 

Hand-Book  of  the  Association,  1908.     Pp.  49.  ^  ■     ■   ^  e    '^^ 

1.  Twentieth  Annual  Meeting:  Papers  and  Discussions  on  Prmc.ples  of 
Government  Control  of  Business;  Are  Savings  Income;  Agricultural 
Economics;  Money  and  Banking;  Agreements  in  Political  Economy; 
Labor  Legislation;  Relation  of  the  Federal  Treasury  to  the  Money 
\fnrlrpt.  PiihliV  Service  Commissions.     Pp.  311.  l-^5 


Market;  Public  Service  Commissions.     Pp. 

2.  Chicago  Traction.     By  R.  E.  Heilman.     Pp.  13i.  ^      ,,q  ton 

3.  Factory  Legislation  of  Rhode  Island.     By  J.  K.  Towles      Pp.  119.  LOO 

4.  Progre'ssive  Taxation  in  Theory  and  Practice.     Revised  Edition.  By  E.  R.  A. 

Seligman.     Pp.  334.     {In  cloth  1^1.75.)  l-^& 
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Volume  X,  1909 

1.  Twenty-first  Annual  Meeting:     Papers  and  Discussions  on  The  Making  of 

Economic  Literature;  Collective  Bargaining;  Round  Table  on  Account- 
ing; Labor  Legislation;  Employers'  Liability;  Canadian  Industrial- 
Disputes  Act;  Modern  Industry  and  Family  Life;  Agricultural  Econo- 
mics; Transportation;  Revision  of  the  Tariff;  A  Central  Bank;  The 
National  Monetary  Commission ;  Capitalization  of  Public  Service  Cor- 
porations in  Massachusetts.     Pp.  432.  1.50 

2.  Hand-Book  of  the  Association,  1909.     Pp.  59.  .25 

3.  The  Printers.     By  George  E.  Barnett.     Pp.  379.     (/ti  cloth  ^2.00.)  1.60 

4.  Life  Insurance  Reform  in  New  York.     By  W.  H.  Price.     Pp.  95.  .75 

Volume  XI,  1910 

1.  Twenty-second  Annual  Meeting:     Papers  and  Discussions  on  History  of  the 

Association ;  Observation  in  Economics ;  Economic  Dynamics ;  Theory 
of  Wages;  Country  Life;  Valuation  of  Public  Service  Corporations; 
Trusts;  Taxation.  "  Pp.  386.  1.50 

2.  Hand-Book  of  the  Association,  1910.     Pp.  79.  .25 

3.  The  Child  Labor  Policy  of  New  Jersey.     By  A.  S.  Field.     Pp.  229.  1.25 

4.  The  American  Silk  Industry  and  The  Tariff.'    By  F.  R.  Mason.     Pp.  178.        1.00 


THE  ECONOMIC  BULLETIN 


Published  quarterly  in  1908,  1909,  and  1910,  and  containing  personal  notes,  news 

of   the    economic    world,    announcements    of    special    lines  of    investigation,    and    a 

classified  and  annotated  bibliography  of  the  current  books  and  articles  on  economic 
subjects. 

Volume       I,  1908.     Four  numbers.  $2.00;  each     .60 

Volume     II,  1909.     Four  numbers.  $2.00;  each     .60 

Volume  III,  1910.     Four  numbers,  $2.00;  each     .60 


FOURTH  SERIES 

Subscriptions  by  non-members,  libraries,  etc.,  $5.00  a  year. 
Volume   I,  1911 

The  American  Economic  Review,  **  March,  June,  September,  and  December; 

each,  1.00 

Twenty-third  Annual  Meeting:  Papers  and  Discussions  on  The  Significance  of  a 
Comprehensive  System  of  Education;  Money  and  Prices;  The  Ricardo 
Centenary;  Accounting;  Canals  and  Railways;  Population  and  Immi- 
gration; Labor  Legislation;  Taxation;  A  Definition  of  Socialism;  Com- 
petition in  the  Fur  trade.     Pp.  388.  1.50 

Handbook  of  the  Association,  1911,  Pp.  69.     (Out  of  Print) 

Volume  II,  1912 

The    American    Economic    Review,    March,    June,    September,    and    December; 

each,  1.00 

Supplement. — Twenty-fourth  Annual   Meeting: 

Papers  and  Proceedings.  The  Economic  Utilization  of  History;  Tariff 
Legislation;  The  Federal  Budget;  Rural  Conditions;  Selection  of  Popu- 
lation by  Migration;  The  Price  Concept;  An  International  Commission 
on  the  Cost  of  Living;  Industrial  Efficiency.  1.25 

Volume  III,  1913 

The    American    Economic    Review,    March,   June,    September,    and    December; 

each,     1.25 


Publications  of  the  American  Economic  Association  ^  ^  ^ 


Supplement. — Twenty-fifth  Annual  Meeting: 

Papers  and  Proceedings.     Population  or  Prosperity;  The  Rising  Cost 

of    Living— Standardizing   the   Dollar;   Banking   Reform;  Theories    of 

Distribution;  Farm  Management;  Governmental  Price  Regulation. 
Pp.  155.  ^  1 25 

Supplement— Handbook  of  the  Association,  1913.     Pp.  61.  .50 

Volume  IV,  1914 

The    American    Economic    Review,    March,   June,    September,    and    December; 

each,     1.25 

Supplement. — Twenty-sixth  Annual  Meeting: 

Papers  and  Proceedings.  The  Increasing  Governmental  Control  of 
Economic  Life;  The  Control  of  Public  Utilities;  Railroad  Rate  Mak- 
ing; Syndicalism;  Trust  Decisions  and  Business.     Pp.  211.  1.25 

Supplement. — Handbook  of  the  Association,  1914.  .75 

Volume  V,  1915 

The   American    Economic    Review,    Marcii,    June,    September,    and    December; 

each,     1.25 

Supplement. — Twenty-seventh  Annual  Meeting: 

Papers  and  Proceedings.  Economics  and  the  Law ;  Regulation  of  the 
Stock  Exchanges;  Market  Distribution;  Statistical  Work  of  the  United 
States  Government;  Relation  of  Education  to  Industrial  Efficiency;  The 
Effect  of  Income  and  Inheritance  Taxes  on  the  Distribution  of  Wealth; 
Public  Regulation  of  Wages.  1.25 

Volume  VI,  1916 

The    American    Economic    Review,    March,    June,    September,    and    December; 

each,     1.25 

Supplement. — Twenty-eighth  Annual  Meeting: 

Papers  and  Proceedings.  The  Apportionment  of  Representatives; 
Effect  of  the  War  on  Foreign  Trade;  Budget  Making  and  the  Increased 
Cost  of  Government;  Economic  Costs  of'  War;  Economic  Theorizing 
and  Scientific  Progress;  The  Role  of  Money  in  Economic  Theory;  Price 
Maintenance;  Investment  of  Foreign  Capital.     Pp.  248.  1.25 

Supplement. — Handbook  of  the  Association,  1916.  •T5 

Volume  VII,  1917 

The    American    Economic    Review,    March,   June,    September,    and    December; 

each,     1.25 

Supplement. — Twenty-ninth  Annual  Meeting: 

Papers  and  Proceedings.  The  National  Point  of  View  in  Economics; 
Landed  Propertv;  Two  Dimensions  of  Economic  Productivity;  Some 
Social  Survevs  in  Iowa;  The  Land  Problem  and  Rural  Welfare;  The 
Federal  Farm  Loan  Act;  Statistics  of  the  Concentration  of  Wealth; 
Gold  Supply  at  the  Close  of  the  War;  Loans  and  Taxes  in  War  Fmance; 
Problems  of  Population  after  the  War;  Some  Phases  of  the  Mmmium  ^_ 
Wage.     Pp.  275.  ^-Jt 

Supplement.— Index  to  the  Publications,  1886-1910.  -"^^ 

Volume  VIII,  1918 
The    American    Economic    Review,    March,    June,    September,    and    Decem^ber;  ^ 

Supplement.— Thirtieth  Annual  Meeting:  -n,  a       ^    t.^^c 

Papers  and  Proceedings.  Economic  Reconstruction;  Federal  laxes 
upon  Income  and  Excess  Profits;  Land  Utilization  and  Colonization; 
Federal  Valuation  of  Railroads;  Coordination  ot  Employment  Bu- 
reaus; Control  of  the  Acquisition  of  Wealth;  Motives  m  Economic  Life; 
Price-Fixing;  Problems  of  Governmental  Efficiency;  Economic  Alhances 
and  Tariff  Adjustments.     Pp.  317. 

Volume  IX,  1919 

The   American   Economic   Review,   March,   June,    September,    and    DecembeT;  ^  ^^ 


25 


1.25 


'  Publications  of  the  American  Economic  Association 

Supplement. — Thirty-first  Annual  Meeting: 

Papers  and  Proceedings.  Economists  in  Public  Service;  Interest  on 
Investment  a  Manufacturing  Cost  Factor;  Control  of  Marketing 
Methods  and  Costs;  War  and  the  Supply  of  Capital;  War  and  the 
Rate  of  Interest;  Compiling  an  Index  of  the  Cost  of  Living;  Securing 
The  Initiative  of  the  Workman;  A  Legal  Dismissal  Wage;  After- War 
Gold  Policies;  Foreign  Exchange;  Stabilizing  the  Dollar;  Tenancy 
in  an  Ideal  System  of  Landed  Property;  Land  Tenure  and  Public 
Policy;  Price  Fixing;  Economic  Theory  in  an  Era  of  Readjustment; 
The  Psychological  Basis  of  the  Economic  Interpretation  of  History;  The 
Institutional  Approach  to  Economic  Problems;  The  Open  Door  and 
Colonial  Policy;  Reports  of  the  Committees  on  Foreign  Trade  .ind 
Purchasing  Power  of  Money.     Pp.  368.  1.25 

Supplement  No.  2. — Report  of  the  Committee  on  War  Finance.     Pp.  142.  .50 

Supplement  No.  3. — Handbook  of  the  Association,  1919.  ,76 

Volume  X,  1920 

The    American    Economic    Review,    March,    June,    September,    and    December; 

each,     1.25 

Supplement. — Thirty-second  Annual  Meeting: 

Papers  and  Proceedings.  Excess  Profits  Taxation;  Germany's  Rep- 
aration Payments;  International  Supervision  over  Foreign  Invest- 
ments ;  Results  of  a  Balanced  Industrial  System ;  Employees'  Repre- 
sentation in  Management  of  Industry;  Prices  and  Reconstruction; 
Banking  Policy  and  Prices;  Large-Scale  Marketing;  Reports  of  Com- 
mittees on  Foreign  Trade,  Coordination  in  Taxation,  Census  Advisory 
Committee.     Pp.  278.  1.25 

Supplement  No.  2. — Taxation  of  Excess  Profits  in  Great  Britain.     Pp.  244.  2.50 

Volume  XI,  1921 

The    American    Economic    Review,    March,    June,    September,    and    December; 

each,     1.25 

Supplement. — Thirty-third  Annual  Meeting: 

Papers  and  Proceedings.  The  Railroad  Situation ;  Our  Foreign  Trade 
Balance;  Problems  of  the  Bituminous  Coal  Industry;  Traditional 
Economic  Theory ;  Non-Euclidean  Economics ;  Federal  Taxation  of 
Profits   and    Income ;   Teaching   of    Elementary   Economics.     Pp.    194.     1.25 

Supplement  No.  2. — Karelsen    Prize    Essavs,    on    What    Can    a    Man    Afford. 

Pp.  118.  ■  1.00 

Volume  XII,  1922 

The    American    Economic    Review,    March,   June,    September,    and    December; 

each,     1.25 

Supplement. — Thirty-fourth  Annual  Meeting: 

Papers  and  Proceedings.  Business  Cycles;  American  Trade  Unionism; 
Tlie  Railroads;  Workmen's  Compensation;  Federation  in  Central  Am- 
erica; Teaching  of  Elementary  Economics;  The  Chain  Store  Grocer; 
Economics  and  Ethics.     Pp.  194.  1.25 

Supplement  No.  2. — Handbook  of  the  Association,  1922.  1.60 


The  American  Economic  Association,  founded,  among  other  purposes,  for  "the 
encouragement  of  economic  research,"  and  "the  encouragment  of  perfect  freedom  of 
economic  discussion,"  has  about  2900  members,  including  public  and  professional 
men  and  most  of  tlie  leading  students  of  political  economy  in  America.  Membership 
dues  are  five  dollars  a  year.  Each  member  receives  all  current  reports  and  publica- 
tions of  the  Association. 


Address   all    orders   for   publications,    applications   for    membership, 

and  inquiries  to  the 

SECRETARY  OF  THE  AMERICAN  ECONOMIC  ASSOCIATION 

Yale  Station,  New  Haven,  Conn. 
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